s 

378.106 

L72UM 

1998 


Legislative  Audit  Division 


State  of  Montana 


Report  to  the  Legislature 


April  1999 


Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


The  University  of  Montana 


This  report  contains  audited  financial  statements  for  each  of  the  four 
campuses  of  The  University  of  Montana.  This  report  presents  13 
recommendations.  These  recommendations  address  issues  related  to: 

►  Incomplete  and  erroneous  accounting  records. 

►  Cash  controls. 

►  Contracts. 

►  Compliance  with  various  state  and  federal  laws  and  regulations. 


98-10 


Direct  comments/inquiries  to: 
Legislative  Audit  Division 
Room  135,  State  Capitol 
PO  Box  201705 
Helena  MT  59620-1705 


STATE  DOCUMENTS  COLLECTION 

0     1999 


MONTANA  STATE  LIBRARY 

1515  E.  6th  AVE. 
HELENA,  MONTANA  59S20 


Help  eliminate  fraud,  waste,  and  abuse  in  state  government.  Call  the  Fraud  Hotline  at  1-800-222-4446 
statewide  or  444-4446  in  Helena. 


PL 


r 

,§  iVi/  iLw» 


j,        r     .--,      - 


\Li  ui\n 


MONTANA  STATE  LIBRARY 


3  0864  0014    6045  3 


FINANCIAL-COMPLIANCE  AUDITS 
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Report  Summary 


The  University  of 
Montana  -  All  Campuses 


We  performed  a  financial-compliance  audit  of  The  University  of 
Montana,  all  campuses,  for  the  two  fiscal  years  ended  June  30,  1998. 
The  report  contains  1 1  numbered  recommendations  addressing  areas 
where  The  University  of  Montana  can  improve  its  financial 
accountability  and  its  compliance  with  state  and  federal  laws  and 
regulations.  The  report  contains  one  recommendation  (#12)  directed  to 
the  Office  of  the  Commissioner  of  Higher  Education.  This 
recommendation  discusses  the  university  system's  unrelated  business 
income  tax  return  for  fiscal  year  1996-97.  The  report  also  contains  one 
recommendation  (#13)  directed  to  the  Board  of  Regents,  pertaining  to 
security  over  information  technology  resources. 


Three  recommendations  (1A,  7,  and  8)  discuss  issues  related  to 
unrecorded  revenues,  errors  in  the  university's  accounting  records,  and 
the  fund  placement  of  the  Peter  Potter  Loan  Fund. 

Six  recommendations  (IB.  1C.  2.  4.  5.  and  6)  discuss  issues  related  to 
the  university's  compliance  with  federal  laws  and  regulations.  These 
issues  mclude  charging  allowable  costs  to  federal  programs,  reporting 
program  income,  monitoring  subrecipients.  submitting  federal  reports, 
training  staff,  reporting  tune  and  effort,  and  calculating  employee  leave 
rates. 

Three  recommendations  (3,  10,  and  1 1)  address  areas  where  the 
university  can  improve  its  compliance  with  specific  state  laws  and 
regulations  concerning  recovery  of  indirect  costs,  awarding  of  food 
service  contracts,  and  reporting  theft  to  the  Attorney  General  and  the 
Legislative  Auditor. 

Recommendation  9  discusses  issues  relating  to  controls  over  cash 
collections  on  one  campus.  This  issue  was  also  discussed  in  the 
university's  audit  report  for  fiscal  years  1994-95  and  1995-96. 

We  issued  an  unqualified  opinion  on  the  financial  statements  for  each 
campus  affiliated  with  The  University  of  Montana  for  fiscal  years 
1996-97  and  1997-98.  This  means  the  reader  may  rely  on  the  presented 
financial  information. 
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Report  Summary 


The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  university's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  university: 

A.  Record  World  Trade  Center  financial  activity  on  its 
accounting  records  in  accordance  with  state  law. 


University  Response:  Concur.  See  page  E-4. 

B.  Charge  only  allowable  costs  to  the  World  Trade  Center 
federal  award. 

University  Response:  Concur.  See  page  E-4. 

C.  Report  program  income  to  the  federal  awarding  agency.  .  .  .  Page  15 
University  Response:  Concur    See  page  E-4. 


Recommendation  #2 


We  recommend  the  university  develop  and  implement 
procedures  to  monitor  subrecipients  of  federal  awards  in 
accordance  with  the  Single  Audit  Act  Amendments  of  1996 
and  the  Office  of  Management  and  Budget  Circular  A- 133. 


Page  16 


University  Response:  Concur.  See  page  E-4. 


Recommendation  #3 


We  recommend  the  university  recover  indirect  costs  to  the 

fullest  extent  possible  in  accordance  with  state  law Page  1 7 


University  Response:  Concur.  See  page  E-5. 


Recommendation  #4 


We  recommend  the  university: 

A.  Improve  controls  over  federal  reporting  and  cost  sharing 
requirements  for  federal  awards. 


University  Response:  Concur.  See  page  E-5. 
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B.  Ensure  principal  investigators  for  federal  awards  are 
adequately  trained  to  ensure  compliance  with  federal 
regulations Page  18 

University  Response:  Concur.  See  page  E-5. 

We  recommend  the  university: 

A.  Ensure  its  systems  for  reporting  time  and  effort  on 
federal  awards  comply  with  federal  regulations. 

University  Response.  Concur.  See  page  E-5. 

B.  Ensure  its  principal  investigators  comply  with 

established  systems Page  20 

University  Response:  Concur.  See  page  E-6. 

We  recommend  the  university  recalculate  the  leave  rates 

used  for  its  UM-Tech  leave  pool  to  ensure  adequate  funding 

for  estimated  sick  and  vacation  leave  earned  and  taken  by 

employees  working  on  federal  awards Page  2 1 

University  Response:  Concur.  See  page  E-6. 

We  recommend  the  university  review  its  accounting 

procedures  to  ensure  accounting  records  are  in  compliance 

with  state  accounting  policy  and  law Page  24 

University  Response:  Concur.  See  page  E-6. 

We  recommend  the  university  account  for  the  Peter  Potter 

Loan  Fund  in  a  loan  fund Page  25 

University  Response:  Concur.  See  page  E-6. 


Recommendation  #5 


Recommendation  #6 


Recommendation  #7 


Recommendation  #8 


Page  ix 


Report  Summary 


Recommendation  #9 


We  recommend  the  university: 
A.  Follow  its  established  procedures  over  cafeteria 
cash  collections. 


Pagex 


University  Response:  Concur.  See  page  E-7. 


B.   Deposit  cafeteria  cash  collections  in  accordance  with 
state  law 


Page  27 


Recommendation  #10 


University  Response:  Concur.  See  page  E-7. 

We  recommend  the  university  competitively  award  food 
service  contracts  in  compliance  with  state  law 


Page  28 


University  Response:  Concur.  See  page  E-7. 


Recommendation  ff  1 1 


We  recommend  the  university  notify  the  Attorney  General  and 

the  Legislative  Auditor  of  thefts  in  accordance  with  state  law.    .  Page  29 


University  Response:  Concur.  See  page  E-7. 


Recommendation  #  1 2 


We  recommend  the  Commissioner  of  Higher  Education: 
A.   Review  unrelated  business  income  data  submitted  for 
consistency  and  reasonableness. 


Commissioner  Response:  Do  not  concur.  See  page  E-10. 

B.   File  an  amended  unrelated  business  income  tax  return  for 

fiscal  year  1996-97 Page  30 

Commissioner  Response:  Do  not  concur.  See  page  E-l  1 . 


Recommendation  #  1 3 


We  recommend  the  Board  of  Regents  implement  policies 
which  will  assure  security  of  data  and  information  technology 
resources  as  required  by  state  law Page  32 


Commissioner  Response:  Concur.  See  page  E-12. 
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Audit  Objectives  We  performed  a  financial-compliance  audit  of  The  University  of 

Montana  for  the  two  fiscal  years  ended  June  30,  1998.  The  objectives 
of  the  audit  were  to: 

1.  Determine  if  the  university  complied  with  applicable  laws  and 
regulations. 

2.  Make  recommendations  for  improvements  in  the  internal  and 
management  controls  of  the  university. 

3.  Determine  the  implementation  status  of  prior  audit 
recommendations. 

4.  Determine  if  the  financial  statements  present  fairly  the  financial 
position  and  results  of  operations  of  each  of  the  university's 
campuses  for  the  two  fiscal  years  ended  June  30,  1998. 

In  accordance  with  section  5- 1 3-307.  MCA,  we  analyzed  the  costs  of 
implementing  the  recommendations  made  in  this  report    Each  report 
section  discloses  the  cost,  if  significant,  of  implementing  the 
recommendation    Other  areas  of  concern  deemed  not  to  have  a 
significant  effect  on  the  successful  operation  of  university  programs  are 
not  specifically  included  in  the  report,  but  have  been  discussed  with 
management. 


Background  The  Board  of  Regents  of  Higher  Education  approved  the  current 

Montana  University  System  structure  in  January  1994    The  following 
chart  illustrates  the  organization  of  the  Montana  University  System. 
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Figure  1 

Montana  University  System  Organizational  Chart 
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The  University  of  Montana  consists  of  four  campuses: 

•  The  University  of  Montana  -  Missoula  (UM-Missoula); 

•  Montana  Tech  of  The  University  of  Montana  (UM-Tech); 

•  Western  Montana  College  of  The  University  of  Montana 
(UM-Western);  and 

•  Helena  College  of  Technology  of  The  University  of  Montana  (HCT). 

All  campuses  are  accredited  by  the  Commission  on  Colleges  of  the 
Northwest  Association  of  Schools  and  Colleges.  The  four  campuses  of 
The  University  of  Montana  provide  a  diversity  of  undergraduate  and 
graduate  academic  and  two-year  vocational/technical  programs  to 
students. 

In  fiscal  year  1997-98.  the  four  campuses  of  The  University  of  Montana 
had  887.54  budgeted  full-time  equivalent  faculty  positions.  These 
budgeted  faculty  positions  include  full-time  teaching  faculty,  as  well  as 
part-tune,  visiting  and  state  supported  research  faculty. 

University  system  Current  Funds  include  appropriated  moneys 
consisting  of  state  General  Funds,  millage.  tuition  and  fees,  and  interest 
earnings    Current  Funds  also  include  designated,  auxiliary  and 
restricted  activity  which  is  not  appropriated    Allocations  of  the 
Montana  University  System  state  General  Fund  and  millage 
appropriations  to  The  University  of  Montana  are  based  upon  the 
anticipated  number  of  resident  students  and  the  cost  of  educating 
students.  The  General  Fund  support  per  resident  student  is  based  on  a 
university  system  analysis  of  faculty  salaries  in  states  with  similar  per 
capita  income,  the  academic  program  offerings  of  the  university,  the 
necessary  support  expenditures  (e.g.  Academic  Support,  Student 
Services.  Institutional  Support,  Plant  Operations  and  Maintenance),  and 
the  proportion  of  the  cost  of  education  to  be  paid  by  resident  students. 
General  Fund  and  millage  appropriations  are  dedicated  to  the  support  of 
resident  students  only    Resident  students,  working  towards  their  first 
bachelor's  degree  on  a  four-year  campus,  pay  33  percent  of  the  cost  of 
education,  while  resident  students  on  the  two-year  campuses  pay 
30  percent  of  the  cost  of  education.  Non-resident  students  pay 
100  percent  of  the  cost  of  education  on  four-year  campuses  and 
70  percent  on  the  two-year  campuses.  Resident  students  with  bachelor's 
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degrees,  returning  to  school  for  advanced  studies,  pay  the  same  tuition 
as  out-of-state  students. 

The  following  table  illustrates  the  head  count  enrollment  trends  on  a 
combined  basis  for  the  last  12  years. 


Figure  2 

University  of  Montana  -  All  Campuses 

Enrollment  Trends 
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Source:  Compiled  by  the  Legislative  Audit  Division  from  university 
information. 


Growth  in  enrollment  over  the  past  ten  years  has  been  primarily  a 
product  of  growth  in  non-resident  enrollment.  Non-resident  students 
come  from  a  large  number  of  states,  but  primarily  West  Coast  states, 
Upper  Midwest  states,  and  certain  East  Coast  states.  The  university 
believes  the  growth  in  non-resident  enrollment  is  due  to  focused 
marketing  efforts;  increased  publicity  about  Montana;  the  availability 
and  quality'  of  programs  at  the  university;  and  the  cost  advantages 
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offered  by  the  university  in  comparison  to  other  institutions.  The 
Missoula  campus  has  accounted  for  virtually  all  the  growth  in 
enrollment  over  the  past  ten  years.  Enrollment  at  the  Western  and  Tech 
campuses  has  been  stable  and  enrollment  at  the  Helena  campus  is 
increasing. 

The  University  of  Montana  campuses  use  the  following  College  and 
University  Business  Administration  categories  to  classify  expenditures: 

Instruction  -  includes  expenditures  for  credit  and  non-credit  courses; 
academic,  vocational,  and  technical  instruction;  remedial  and  tutorial 
instruction;  and  regular,  special,  and  extension  sessions. 

Research  -  includes  all  expenditures  for  activities  specifically  organized 
for  research  purposes,  whether  commissioned  by  an  agency  external  to 
the  university  or  separately  budgeted  by  an  organizational  unit  within 
the  university. 

Public  Sen  ice  -  includes  expenditures  for  activities  established 
primarily  to  provide  non-instructional  services  beneficial  to  individuals 
and  groups  external  to  the  institution 

Academic  Support  -  includes  expenditures  to  provide  support  services 
for  the  university's  primary  mission  of  instruction,  research  and  public 
service. 

Student  Services  -  includes  expenditures  for  the  office  of  admissions, 
the  registrar,  and  student  activities.  Student  activities  consist  of  student 
organizations,  cultural  events,  student  newspapers,  intercollegiate 
athletics,  counseling  and  career  guidance,  and  student  aid 
administration. 

Institutional  Support  -  includes  expenditures  for  central  executive-level 
activities  concerned  with  management  and  long-range  planning  for  the 
entire  university. 

Operation  and  Maintenance  of  Plant  -  includes  all  expenditures  of 
current  operating  funds  for  the  operations  and  maintenance  of  the 
physical  plant,  the  net  amount  charged  to  auxiliary  enterprises,  and 
independent  operations. 

Scholarships  and  Fellowships  -  includes  expenditures  for  scholarships 
and  fellowships  from  restricted  or  unrestricted  current  funds  in  the  form 
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The  University  of  Montana 
-  Missoula 


of  grants  to  students,  resulting  from  an  entitlement  program  or  selection 
by  the  university. 

Auxiliary  Enterprises  -  includes  expenditures  related  to  furnishing 
goods  or  services  to  students,  faculty,  and  staff.  The  university  charges 
fees  for  these  goods  and  services. 

UM-Missoula,  established  in  1893  as  The  University  of  Montana,  is  a 
comprehensive  university.  The  campus  offers  four-year  undergraduate 
programs  along  with  masters  and  doctoral  graduate  programs.  It 
includes  professional  schools  and  significant  research  activities.  The 
campus  is  the  center  of  liberal  arts  education  in  the  Montana  University 
System  and  operates  the  only  law  school  m  the  system.  Other  schools 
include  business  administration,  education,  fme  arts,  forestry,  pharmacy 
and  allied  health  services,  and  journalism.  In  addition,  the  campus 
includes  a  two-year  college  of  technology  which  provides  a  broad  range 
of  technical  and  occupational  education  and  training  courses. 


Table  1  shows  the  UM-Missoula  student  full-time  equivalent  (FTE)  for 
fiscal  vears  1996-97  and  1997-98 
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Table  1 

The  University  of  Montana  ■ 

-  Missoula 

Session 

Schedule  of  Student  FTE  Funded  with  Unrestricted  Funds 

Total 
FTE 

Year 

Undergraduate 
FTE  Reported1 

Graduate 
FTE  Reported2 

Summer 

Fall 

Spring 

1996 
1996 
1997 

1,008 
9.634 
9,320 

199 

927 
948 

1,207 
10,561 
10,268 

Annual3 

1996-97 

9,981 

1,037 

11,018 

Summer 

Fall 

Spnng 

1997 
1997 
1998 

942 
9.873 
9,477 

190 
1,002 
1,005 

1,132 
10.875 
10,482 

Annual3 

1997-98 

10,146 

1,099 

11.245 

1  Undergraduate  semester  credit  hours  divided  by  15. 

2  Graduate  semester  credit  hours  divided  bv  12. 

In  accordance  with  Commissioner  of  Higher  Education  (CHE)  policy  annual  FTE  is  calculated  by 
total  undergraduate  credit  hours  divided  by  30  and  total  graduate  credit  hours  divided  by  24. 

Source:     Compiled  by  the  Legislative  Audit  Division  from  university  information. 
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Montana  Tech  of  The 
University  of  Montana 


UM-Tech  was  established  in  1893  as  the  Montana  School  of  Mines.  It 
provides  a  variety  of  four-year  and  graduate  programs  with  a  focus  on 
mineral,  geological,  environmental,  petroleum,  mining,  and  other 
engineering  and  science  programs  and  majors.  It  also  includes  a  college 
of  technology  which  provides  two-year  degrees  in  various  occupational 
and  technical  programs  and  core  education  courses. 


Table  2  shows  the  UM-Tech  campus  student  full-time  equivalent  (FTE) 
for  fiscal  years  1996-97  and  1997-98. 


Session 

Table  2 

Montana  Tech  of  The  University  of  Montana 

Schedule  of  Student  FTE  Funded  with  Unrestricted  Funds 

Total 
FTE 

Year 

Undergraduate 
FTE  Reported1 

Graduate 
FTE  Reported2 

Summer 

Fall 

Spnng 

1996 
1996 
1997 

150 
1.953 
1.906 

10 
65 
64 

160 
2.018 
1.970 

Annual1 

1996-97 

2.005 

69 

2.074 

Summer 

Fall 

Spnng 

1997 
1997 
1998 

127 
1.888 
1,844 

6 
70 
74 

133 
1.958 
1,918 

Annual3 

1997-98 

1,929 

75 

2,004 

'       Undergraduate  semester  credit  hours  divided  by  15. 

2  Graduate  semester  credit  hours  divided  by  12. 

3  In  accordance  with  CHE  policy  annual  FTE  is  calculated  by 
by  30  and  total  graduate  credit  hours  divided  by  24. 

total  undergraduate  credit  hours  divided 

Source:     Compiled  by  the  Legislative  Audit  Division  from  university  information. 

Page  8 


Introduction 


Western  Montana  College 
of  The  University  of 
Montana 


UM-Western  was  established  in  1893  as  the  state's  Normal  School  for 
Teacher  Education.  It  provides  both  two-year  and  four-year 
undergraduate  degree  programs  with  a  focus  on  elementary  and 
secondary  education.  It  also  provides  a  four-year  liberal  arts  degree 
with  several  emphases  that  complement  the  education  programs. 


Table  3  shows  the  UM-Western  campus  student  full-time  equivalent 
(FTE)  for  fiscal  years  1996-97  and  1997-98. 


Table  3 

Western  Montana  College  of  The  University  of  Montana 

Schedule  of  Student  FTE  Funded  with 

Unrestricted  Funds 

Undergraduate 

Session 

Year 

FTE  Reported' 

Summer 

1996 

166 

Fall 

1996 

982 

Spring 

1997 

915 

Annual: 

1996-97 

1.031 

Summer 

1997 

153 

Fall 

1997 

984 

Spring 

1998 

927 

Annual2 

1997-98 

1,032 

'     Undergraduate  semester  credit  hours  divided  by 

15. 

'     In  accordance  with  CHE  policy  annual  FTE  is  calculated  by  total 

undergraduate  credit  hours  divided  by  30. 

Source:     Compiled  by  the  Legislative  Audit  Division  from 

university  information. 
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Helena  College  of 
Technology  of  The 
University  of  Montana 


HCT  was  established  in  1939  as  a  Vocational-Technical  School.  HCT 
provides  two-year  degree  programs  in  core  education  courses  that  are 
transferable  to  most  four-year  institutions,  in  addition  to  a  variety  of 
other  occupational,  technical,  and  training  specialties.  These  areas 
include  accounting  technology,  carpentry,  computer  technology, 
practical  nursing,  electronics  technology,  and  welding  technology.  HCT 
is  also  expanding  its  offerings  and  will  serve  as  a  higher  education 
center  by  facilitating  graduate  level  study  in  cooperation  with  the  entire 
Montana  University  System. 


Table  4  shows  the  HCT  student  full-time  equivalent  (FTE)  for  fiscal 
years  1996-97  and  1997-98. 


Table  4 

The  Helena  College  of  Technology 

of  The  University  of  Montana 

Schedule  of  Student  FTE  Funded  with  Unrestricted  Funds 


Undergraduate 

Session 

Year 

FTE  Reported' 

Summer 

1996 

41 

Fall 

1996 

523 

Spring 

1997 

522 

Annual2 


1996-97 


543 


Summer 

1997 

22 

Fall 

1997 

662 

Spring 

1998 

642 

Annual2 


1997-98 


663 


Undergraduate  semester  credit  hours  divided  by  15. 

In  accordance  with  CHE  policy  annual  FTE  is  calculated  by  total 

undergraduate  credit  hours  divided  by  30. 


Source:     Compiled  by  the  Legislative  Audit  Division  from 
university  information. 
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Prior  Audit  Our  prior  audit  of  The  University  of  Montana  for  the  two  fiscal  years 

Recommendations  ended  June  30,  1996,  contained  eight  recommendations  which  are  still 

applicable.  Of  these  recommendations,  the  university  campuses 
implemented  seven  and  partially  implemented  one. 

The  recommendation  partially  implemented  deals  with  cash  controls  at 
Western  Montana  College  and  is  again  discussed  on  page  25. 
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Findings  and  Recommendations 


World  Trade  Center  The  Montana  World  Trade  Center  was  established  during  fiscal  year 

1996-97  by  the  Board  of  Regents  as  a  program  of  the  School  of 
Business  at  UM-Missoula.  The  center  sponsors  trade  missions,  trains 
students  and  businesses  in  skills  needed  for  tapping  foreign  markets, 
and  provides  a  vehicle  for  establishing  contacts  with  businesses  in 
foreign  countries.  It  is  licensed  through  the  World  Trade  Center 
Association  and  pays  annual  dues  to  that  organization. 

The  World  Trade  Center  sells  memberships  to  businesses  which,  in  turn, 
receive  certain  benefits  of  membership.  Until  spring  1998,  the 
membership  fees  and  other  income  received  by  the  center  were  recorded 
in  an  account  at  The  University  of  Montana  Foundation.  The 
foundation  transferred  money  to  the  center's  university  account  upon 
request  by  center  personnel.  Center  expenditures  were  also  made 
directly  from  the  foundation  account  and  were  not  recorded  on  the 
university's  accounting  records    Because  the  detailed  accounting  records 
were  maintained  by  the  foundation  and  thus  were  not  available  for  our 
review,  we  estimated  the  amount  of  unrecorded  activity  using  budget 
data  available  from  the  center   We  estimate  UM-Missoula  revenues  and 
expenditures  are  understated  by  approximately  $195,000  for  fiscal  year 
1997-98. 

University  management  engaged  its  foundation  to  receive  and  manage 
these  funds.  Management  should  consider  the  nature  of  the  relationship 
between  the  center,  its  members,  and  UM-Missoula.  Because  the  center 
is  a  university  program,  all  revenue  received  by  the  center  from  any 
source  and  all  expenses  incurred  by  the  center  should  be  recorded  on  the 
university's  accounting  records  in  accordance  with  state  law. 

Center  personnel  opened  a  non-treasury  bank  account  without  the 
knowledge  or  approval  of  university  management  in  April  1998.  This 
type  of  bank  account  is  subject  to  approval  from  the  Department  of 
Administration.  During  fiscal  year  1 997-98  and  the  subsequent  period 
through  December  1998,  the  center  deposited  various  moneys  in  this 
account  and  paid  various  expenses  from  it.  Deposits  included 
membership  fees,  training  course  fees,  and  miscellaneous  receipts. 
Expenses  included  primarily  service  charges  and  continuing  education 
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course  fees.  The  fiscal  year  1997-98  activity  is  not  reflected  in  the 
accounting  records  or  the  financial  statements. 

The  university  received  a  federal  award  of  $1,250,000  from  the 
U:S.  Department  of  Treasury  (CFDA  #21.999)  for  the  period 
January  1,  1998  to  December  31,  1999.  This  grant  is  currently  funding 
most  of  the  costs  of  the  World  Trade  Center.  We  noted  the  following 
two  issues  where  the  university  is  not  complying  with  federal 
regulations. 

The  first  issue  relates  to  contracted  services.  UM-Missoula  entered  into 
three  separate  contracts  (for  $2,049,  $2,049,  and  $1,300)  for 
installation  of  a  computer  system.  One  of  the  contracts  was  awarded  by 
a  university  employee  to  a  family  member.  University  policy  and  the 
federal  grant  agreement  prohibit  university  employees  from  contracting 
with  family  members.  The  $  1,300  contract  costs  were  charged  to  the 
federal  award  and  are  unallowable  per  the  grant  agreement.  UM- 
Missoula  personnel  stated  all  center  contracts  are  now  required  to  be 
approved  by  a  committee  of  university  employees  prior  to  awarding  the 
contracts. 

The  second  issue  relates  to  program  income.  Program  income  is  gross 
income  directly  generated  by  a  federally-funded  project.  The  Office  of 
Management  and  Budget  Circular  A-21  requires  that  all  program 
income  be  reported  to  the  federal  awarding  agency.  The  federal 
awarding  agency  can  add  the  amount  of  program  income  to  the  federal 
award  amount  or  deduct  the  amount  of  program  income  from  the  federal 
award  amount.  World  Trade  Center  revenue  sources  include  training 
course  fees.  Since  the  World  Trade  Center  is  primarily  funded  by  a 
federal  award,  these  training  course  fees  (estimated  to  be  $50,000  for 
fiscal  year  1997-98)  and  any  other  income  generated  directly  from  use 
of  the  federal  funds  should  be  reported  as  program  income  to  the  federal 
awarding  agency.  Failure  to  report  program  income  could  result  in  a 
loss  of  federal  funding. 
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Recommendation  ffl 

We  recommend  the  university: 

A.  Record  World  Trade  Center  financial  activity  on  its  accounting 
records  in  accordance  with  state  law. 

B.  Charge  only  allowable  costs  to  the  World  Trade  Center  federal 
award. 

C.  Report  program  income  to  the  federal  awarding  agency. 


Monitoring  Federal 
Funds  Provided  to 
Subrecipients 


The  Single  Audit  Act  Amendments  of  1 996  and  the  federal  Office  of 
Management  and  Budget  (OMB)  Circular  A- 133  establish  subrecipient 
monitoring  requirements.  These  requirements  are  as  follows: 
identifying  federal  awards  by  informing  each  subrecipient  of  the  Catalog 
of  Federal  Domestic  Assistance  (CFDA)  title  and  number  assigned  to 
the  federal  funds  included  in  the  subgrant;  advising  subrecipients  of 
federal  laws  and  regulations  related  to  the  federal  award;  monitoring  the 
activities  of  the  subrecipient  as  necessary  to  ensure  the  federal  award  is 
used  for  authorized  purposes  in  compliance  with  laws,  regulations,  and 
provisions  of  the  grant  agreement;  ensuring  a  subrecipient  expending 
$300,000  or  more  in  federal  awards  during  the  subrecipient' s  fiscal  year 
has  met  federal  audit  requirements;  issuing  a  management  decision  on 
audit  findings  within  six  months  after  receipt  of  the  subrecipienfs  audit 
report;  and  ensuring  that  the  subrecipient  takes  appropriate  and  timely 
corrective  action  on  audit  recommendations. 


During  fiscal  year  1997-98,  the  university  had  53  subgrants  with 
expenditures  totaling  $640,000  of  federal  funds.  We  noted 
UM-Missoula  and  UM-Tech  have  not  established  procedures  to  monitor 
federal  funds  subgranted  to  other  entities  in  accordance  with  the  Single 
Audit  Act  Amendments  of  1996  and  OMB  Circular  A- 133.  We  noted 
some  monitoring  of  the  subgrants  takes  place  when  principal 
investigators  for  each  subgrant  approve  payments  to  the  subrecipients 
prior  to  making  disbursements.  We  reviewed  a  number  of  contracts 
subgranting  funds  to  other  entities  and  noted  the  contracts  did  not 
consistently  indicate  the  federal  catalog  program  name  or  CFDA 
number  as  required  by  OMB  Circular  A- 133.  The  subrecipient  needs 
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this  information  in  order  to  comply  with  federal  reporting  requirements. 
In  addition,  we  noted  UM-Missoula  and  UM-Tech  did  not  consistently 
inform  the  subrecipients  of  federal  audit  requirements. 

UM-Missoula  personnel  drafted  procedures  for  compliance  with  federal 
regulations  but  never  implemented  them.  The  draft  procedures  now 
require  updating  to  comply  with  new  federal  regulations.    UM-Tech 
personnel  stated  they  have  not  implemented  formal  procedures  to 
comply  with  the  federal  regulations  because  they  have  few  subgrants. 

Recommendation  #2 

We  recommend  the  university  develop  and  implement  procedures 
to  monitor  subrecipients  of  federal  awards  in  accordance  with  the 
Single  Audit  Act  Amendments  of  1996  and  the  Office  of 
Management  and  Budget  Circular  A-133. 


Recovery  of  Indirect  Section  1 7-3-  111,  MCA,  requires  agencies  to  recover  indirect  costs  of 

Costs  federal  assistance  programs  to  the  fullest  extent  possible.  In  addition, 

Board  of  Regents'  policy  requires  units  of  the  Montana  University 
System  to  recover  federal  indirect  costs  in  accordance  with  the 
university's  federally  approved  rate  unless  federal  laws  restrict  the 
recovery  rates  for  specific  programs.  UM-MissowVs  federally 
approved  indirect  cost  rate  was  43.7  percent  during  the  audit  period. 
We  noted  the  following  issues  related  to  recovery  of  indirect  costs. 

UM-Missoula  recovered  indirect  costs  for  a  U.S.  Department  of  Justice 
federal  award  (CFDA  #16.540),  subgranted  from  the  Montana  Board  of 
Crime  Control,  at  an  8  percent  rate.  The  project  file  contained  no 
documentation  to  justify  the  8  percent  indirect  cost  rate.  This  resulted  in 
approximately  $1 1,000  of  unrecovered  indirect  costs. 

UM-Missoula  has  established  procedures  that  budget  revisions  be 
reviewed  and  approved  by  the  Office  of  the  Vice  President  for  Research 
prior  to  submission  to  the  federal  awarding  agency.  We  noted  a  federal 
award  from  the  U.S.  Department  of  Education  where  a  principal 
investigator  requested  a  budget  revision  directly  from  the  U.S. 
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Department  of  Education.  The  principal  investigator  did  not  recalculate 
or  request  the  additional  indirect  costs  recoveries  for  the  budget 
revision.  Had  the  principal  investigator  followed  university  policy,  the 
university  may  have  been  able  to  recover  an  additional  $580  of  indirect 
costs  for  this  federal  award.  University  personnel  stated  once  the 
federal  awarding  agency  had  approved  the  budget  revision,  as 
submitted,  they  could  not  request  any  additional  indirect  costs. 


Recommendation  #3 

We  recommend  the  university  recover  indirect  costs  to  the  fullest 

extent  possible  in  accordance  with  state  law. 


Research  and 
Development  Program 


UM-Tech  receives  funds  from  federal,  state,  and  private  sources  for 
research  and  development  projects.  UM-Tech's  research  and 
development  program  is  administered  through  its  Bureau  of  Mines  and 
Geology  Division  (Bureau).  In  fiscal  year  1997-98,  UM-Tech's  federal 
award  expenditures  were  approximately  $2.8  million.  Approximately 
$1.6  million,  or  57  percent,  of  these  expenditures  relate  to  federal 
awards  which  do  not  impact  the  Bureau.  UM-Tech  has  established 
controls  to  monitor  compliance  with  most  federal  regulations.  However, 
we  noted  the  following  issues  where  we  believe  UM-Tech  could 
improve  these  controls. 


Control  Structure  for  Non- 
Bureau  of  Mines  and 
Geology  Federal  Awards 


Bureau  personnel  are  responsible  for  ensuring  UM-Tech  complies  with 
all  applicable  federal  laws  and  regulations  for  federal  awards  given  to 
the  Bureau.  Responsibility  for  time  and  effort  reporting,  non-financial 
federal  reporting,  and  cost  sharing  for  other  awards  rests  with  the 
individual  principal  investigators  rather  than  with  Bureau  personnel. 
Bureau  personnel  do,  however,  maintain  files  for  all  federal  awards.  We 
identified  concerns  related  to  administration  of  non-Bureau  awards. 


We  reviewed  the  file  for  UM-Tech's  Upward  Bound  (CFDA  #84.047) 
award.  The  required  federal  reports  were  not  in  that  file  and  there  was 
no  indication  as  to  where  the  reports  were  located.  UM-Tech  should 
have  procedures  in  place  to  identify  the  file  location(s)  of  official  federal 
reports. 
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The  file  for  the  Mineral  Education  Program  for  Young  Scholars 
(MEPYS)  (CFDA  #47.076)  federal  award  did  not  contain  adequate 
documentation  to  demonstrate  compliance  with  the  federal  award  cost 
sharing  requirement  which  was  $1 16,396.  The  principal  investigator 
reconstructed  the  documentation  for  the  cost  sharing  after  we  requested 
it.  We  reviewed  that  documentation  and  determined  the  $  1 33,7 1 0  of 
cost  sharing  claimed  was  overstated  by  $30,752.  UM-Tech  did  not 
achieve  the  required  level  of  cost  sharing  by  $13,438. 

Elements  of  cost  sharing  for  this  award  included  volunteer  services  by 
both  UM-Tech  employees  and  mining  businesses  (industry  partners). 
Federal  regulations  stipulate  rates  for  volunteer  services  are  to  be 
consistent  with  those  paid  for  similar  work  in  the  recipient's 
organization.  The  same  rule  applies  in  the  case  of  in-kind  services 
provided  by  employers  other  than  the  recipient  organization.  The 
principal  investigator  valued  a  UM-Tech  employee's  volunteer  time 
higher  than  the  employee's  salary,  resulting  in  $752  of  overstated  cost 
sharing.  In  addition,  the  principal  investigator  had  no  support  for  the 
$30,000  value  placed  on  the  industry  partners'  services;  therefore,  these 
costs  are  unallowable  for  cost  sharing.  We  question  $13,438  of  costs 
charged  to  the  MEPYS  award  between  February  1995  and  June  1997. 

Based  on  our  discussions  with  the  principal  investigator  for  the  above 
federal  awards,  we  determined  the  principal  investigator  was  not  aware 
of  the  federal  requirements  governing  allowable  cost  sharing  and 
documentation  requirements.  UM-Tech  should  provide  guidance  and 
training  to  its  principal  investigators  who  have  responsibility  for  federal 
awards.  This  could  be  accomplished  through  seminars,  workshops, 
policy  manuals,  checklists  or  some  combination. 


Recommendation  #4 
We  recommend  the  university: 

A-    Improve  controls  over  federal  reporting  and  cost  sharing 
requirements  for  federal  awards. 

B.  Ensure  principal  investigators  for  federal  awards  are 
adequately  trained  to  ensure  compliance  with  federal 
regulations. 
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Employee  Certification  of  The  university  campuses  receive  financial  assistance  from  several 

Time  Spent  on  Federal  federal  agencies  including  the  Environmental  Protection  Agency, 

Awards  National  Science  Foundation,  National  Endowment  for  Humanities  and 

the  U.S.  Departments  of  Education,  Energy,  Defense,  Interior,  Health 
and  Human  Services,  Housing  and  Urban  Development,  Justice,  State, 
Commerce,  and  Agriculture.  Office  of  Management  and  Budget  (OMB) 
Circular  A-21,  requires  a  payroll  distribution  system  be  incorporated 
into  the  official  records  of  the  institution  that  reasonably  reflects  the 
activity  for  which  the  employee  is  compensated.  The  circular  requires 
the  method  used  recognize  the  principle  of  after-the-fact  confirmation  or 
determination  so  that  costs  distributed  represent  actual  costs.  The 
circular  also  states  confirmation  by  the  employee  is  not  a  requirement  if 
other  responsible  persons  make  appropriate  confirmations. 

UM-Tech  completes  time  and  effort  reports  to  document  cost  sharing 
requirements  for  federal  awards.  However,  there  is  no  confirmation, 
either  by  the  employees  or  UM-Tech  management,  as  to  the  accuracy  of 
the  reported  time  and  effort.  UM-Tech  has  not  established  procedures 
for  employees  to  certify  the  distribution  of  actual  time  spent  on  various 
federally-funded  programs.  Currently,  employee  time  is  allocated  to 
federal  awards  based  on  where  salaries  are  budgeted  rather  than  where 
the  employees  actually  spent  their  time  during  the  month.  We  talked  to 
principal  investigators  who  indicated  that  as  long  as  they  produce  the 
required  end  product,  they  are  spending  the  appropriate  amount  of  time 
on  the  project.  They  believe  the  budget  for  a  project  is  enough  support 
for  the  costs  charged  to  it.  UM-Tech  should  establish  a  system  to 
certify  actual  time  spent  on  federal  awards  in  accordance  with  federal 
regulations.  Failure  to  base  federal  award  charges  on  accurate  and 
supportable  time  and  effort  reports  could  lead  to  questioned  costs. 

We  also  reviewed  procedures  established  at  UM-Missoula  for  certifying 
time  and  effort  on  various  federal  awards.  We  interviewed  two  principal 
investigators  who  work  on  a  number  of  federal  awards  during  the 
month.  One  investigator  certifies  time  and  effort  based  on  the  actual 
time  spent;  the  other  investigator's  certification  is  on  a  budget  basis. 
The  principal  investigator  who  certifies  time  and  effort  on  a  budget 
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basis  stated  she  and  any  assistants  attempt  to  work  the  hours  budgeted 
for  each  federal  award;  however,  she  does  not  consider  it  necessary  to 
track  the  actual  amount  of  time  and  effort  spent  on  each  award  as  the 
final  product  is  evidence  the  appropriate  time  was  spent. 


Recommendation  #5 

We  recommend  the  university: 

A.  Ensure  its  systems  for  reporting  time  and  effort  on  federal 
awards  comply  with  federal  regulations. 

B.  Ensure  its  principal  investigators  comply  with  established 
systems. 


Leave  Pool  Federal  regulations  (OMB  Circular  A-21)  allow  the  university  to 

establish  a  leave  pool  to  fund  expenditures  related  to  employee  vacation 
and  sick  leave  earned  and  taken  when  working  on  federal  awards. 
UM-Tech  funds  its  leave  pool,  in  part,  with  moneys  received  in 
reimbursement  from  the  federal  government.  Each  federal  award  budget 
proposal  includes  a  fringe  benefit  percentage.  The  fringe  benefits 
include  factors  related  to  vacation  and  sick  leave  as  well  as  retirement, 
insurance,  workers'  compensation,  and  unemployment.  We  reviewed 
the  leave  pool  established  at  UM-Tech  and  identified  several  concerns. 

The  fringe  benefit  percentages  used  in  federal  award  proposals 
have  not  been  recalculated  since  fiscal  year  1993-94.  Some 
components  of  the  rates,  such  as  retirement  contributions  and 
insurance,  have  increased  since  that  time,  while  others,  such  as 
workers'  compensation,  have  decreased.  The  net  effect  is  a  fringe 
benefit  recovery  rate  lower  than  that  actually  paid  by  UM-Tech. 
Because  UM-Tech  is  legally  required  to  pay  the  higher  current 
fringe  benefits  as  part  of  payroll,  there  is  less  reimbursement 
available  for  transfer  to  the  leave  pool  and  the  federal  government 
may  not  be  paying  its  fair  share  of  personal  service  costs. 

The  sick  leave  factors  used  in  UM-Tech's  fringe  benefit  calculation 
do  not  recognize  that  when  an  employee  terminates,  the  final  leave 
payout  for  sick  leave  is  25  percent  of  the  employee's  sick  leave 
balance.  In  addition,  the  sick  leave  factor  does  not  include  faculty 
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working  on  federal  awards.  Faculty  earn  sick  leave  and  should  be 
included  in  the  leave  pool  during  the  periods  they  are  working  on 
federal  award  programs. 

When  determining  how  much  of  federal  reimbursement  to  transfer 
to  the  leave  pool,  UM-Tech  personnel  compare  the  fringe  benefits 
paid  during  payroll  processing  to  the  fringe  benefits  reimbursement 
received  from  the  federal  government.  For  example,  assume 
salaries  were  $2,000,  fringe  benefits  incurred  and  paid  out  were 
$500,  and  the  fringe  benefits  percentage  in  the  federal  award 
proposal  was  35  percent.  In  this  case,  the  reimbursement  from  the 
federal  government  for  fringe  benefits  would  have  been  $700.  The 
difference  between  the  benefits  paid  in  cash  and  the  benefits 
claimed  is  attributable  to  the  vacation  and  sick  leave  factors.  In 
this  scenario,  $200  of  federal  reimbursement  is  placed  in  the  leave 
pool.  However,  using  the  leave  factors  included  in  the  benefits 
percentage  would  have  resulted  in  $254  being  placed  in  the  pool. 

The  number  of  vacation  days  earned  by  an  employee  each  year  vary 
depending  on  the  length  of  the  employee's  employment  with 
UM-Tech.  The  vacation  leave  factors  included  in  the  fringe  benefit 
percentage  are  based  on  the  maximum  number  of  days  allowed  by 
state  law  for  one  class  of  employees  and  on  the  minimum  number 
of  days  allowed  for  another  class  of  employees.  UM-Tech  should 
use  an  average  for  each  class  unless  it  can  demonstrate  its  use  of 
the  maximum  and  minimum  numbers  of  days  is  appropriate.  In 
this  instance,  the  federal  government  may  be  paying  more  than  its 
fair  share  for  one  class  and  less  than  its  fair  share  for  the  second 
class  of  employees. 

Based  on  the  above  items,  we  are  unable  to  determine  whether  UM-Tech 
is  under-funding  or  over-funding  its  leave  pool  to  cover  the  cost  of  sick 
and  vacation  leave  for  employees  working  on  federal  awards.  UM-Tech 
personnel  should  recalculate  its  fringe  benefit  factors  and  document 
those  recalculations. 


Recommendation  #6 

We  recommend  the  university  recalculate  the  leave  rates  used  for 
its  UM-Tech  leave  pool  to  ensure  adequate  funding  for  estimated 
sick  and  vacation  leave  earned  and  taken  by  employees  working  on 
federal  awards. 
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Financial  Records  and 
Accountability 


As  part  of  our  audits  of  the  financial  statements  for  the  campuses  of  The 
University  of  Montana,  we  reviewed  the  campuses'  use  of  various 
accounting  and  reporting  techniques.  State  law  requires  every  state 
agency,  including  those  within  the  university  system,  to  record  the 
transactions  necessary  to  ensure  the  accounting  records  present  the 
receipt,  use  and  disposition  of  all  money  and  other  property  in 
accordance  with  generally  accepted  accounting  principles  (GAAP).  The 
Department  of  Administration  is  charged  with  the  responsibility  of 
establishing  a  uniform  accounting  system  and  establishing  accounting 
policies  to  ensure  the  accounting  records  are  in  accordance  with  GAAP. 
Accounting  personnel  on  each  campus  are  responsible  for  applying  state 
accounting  policy  to  their  operations. 


We  identified  several  instances  where  accounting  personnel  did  not 
follow  state  accounting  policy.  University  personnel  attributed  many  of 
these  items  to  a  combination  of  turnover  in  key  positions,  a  reallocation 
of  resources  to  implement  a  new  accounting  system,  and  a  need  for 
management  information  which  would  not  have  been  available  had  they 
strictly  followed  state  accounting  policy.  These  errors  ranged  from  a 
low  of  $899  to  a  high  of  $3.9  million  and  impacted  all  account 
categories:  assets,  liabilities,  revenues,  expenditures,  transfers,  and  fund 
balances.  A  summary  of  the  accounting  record  errors  follows: 


Under  state  accounting  policy,  agency  funds  account  for  assets  held 
on  behalf  of  another  and  should  not  have  revenues  or  expenditures 
recorded  in  them.  Agency  fund  revenues  and  expenditures 
recorded  by  the  university  campuses  during  fiscal  year  1997-98 
were  $407,455  and  $301,768,  respectively. 

State  accounting  policy  requires  the  use  of  special  cash  accounts 
during  each  fiscal  year-end  period  for  some  transactions  and  the 
use  of  the  regular  cash  accounts  for  others.  University  campuses 
used  the  special  accounts  inappropriately  and  overstated  assets  and 
liabilities  at  June  30,  1998,  by  $3,963,792. 

All  campuses  amortize  intangible  assets  in  the  Net  Investment  in 
Plant  Fund  which  is  contrary  to  current  state  accounting  policy. 
University  intangible  assets  are  understated  by  $1.2  million  as  of 
June  30,  1998. 
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UM-Missoula  and  UM-Western  use  inappropriate  accounts  for 
recording  amounts  due  from  or  due  to  the  federal  government. 
Accounts  receivable  and  deferred  revenue  accounts  are  used  rather 
than  the  due  from  federal  government  and  due  to  federal 
government  accounts. 

UM-Missoula  did  not  record  $270,559  of  construction  work  in 
process  during  fiscal  year  1 996-97.  Personnel  recorded  this 
activity  during  fiscal  year  1997-98  as  a  current  year  expenditure 
rather  than  a  prior  year  adjustment. 

UM-Missoula  transferred  $1,800,685  of  bond  proceeds  from  the 
Unexpended  Plant  Fund  to  the  Renewal  and  Replacement  Fund 
during  fiscal  year  1997-98  for  non-capitalized  renovation  projects 
but  did  not  move  the  related  bond  payable  from  the  Unexpended 
Plant  Fund  to  the  Net  Investment  in  Plant  Fund  as  required  by 
GAAP. 

UM-Tech  inappropriately  records  operating  transfers  when 
drawing  money  from  its  bond  trustee  account  and  depositing  it  in 
the  state  treasury.  Operating  transfers  are  overstated  by  $50,000  in 
fiscal  year  1996-97  and  by  $275,000  in  fiscal  year  1997-98. 

The  $1,522,583  fund  balance  in  UM-Missoula's  Loan  Fund  as  of 
June  30,  1998,  should  be  classified  on  the  accounting  records  as  a 
restricted  fund  balance  rather  than  an  unrestricted  fund  balance. 

UM-Western  misclassified  $163,868  of  fiscal  year  1997-98 
revenue.  Of  this  amount,  $12,266  is  in  the  General  Operating 
Fund,  $140,326  is  in  the  Restricted  Fund,  and  $1 1,276  is  in  the 
Loan  Fund. 

The  university  recharges  services  such  as  computer  services  to  the 
various  departments  on  the  campuses.  The  recharge  departments 
incur  expenditures  for  costs  of  materials  and  personal  services. 
When  services  are  provided,  the  recharge  department  records 
revenue  and  the  department  receiving  the  service  records  an 
expenditure.  To  avoid  doubling  revenues  and  expenditures  for  the 
campus,  personnel  process  transactions  to  eliminate  the  revenue 
and  a  matching  amount  of  expenditures.  UM-Tech  and  UM- 
Western  did  not  completely  process  their  interdepartmental 
eliminations.  Fiscal  year  1996-97  Designated  Fund  revenues  and 
expenditures  for  UM-Tech  are  overstated  by  $202,785  and  UM- 
Western  's  Designated  Fund  revenues  and  expenditures  are 
overstated  by  $136,449  for  fiscal  year  1997-98. 
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►  UM-Missoula  does  not  have  procedures  in  place  to  ensure 
expenditures  related  to  grant  programs  are  recorded  in  the  proper 
fiscal  year.  Fiscal  year  1996-97  revenues  and  expenditures  of 
$502,000  were  not  recorded  until  fiscal  year  1997-98. 

►  UM-Western  processed  14  claims  during  fiscal  year  1997-98  and  7 
during  fiscal  year  1996-97  where  the  goods  and/or  services  were 
received  by  June  30  but  the  payments  were  recorded  as 
expenditures  in  the  subsequent  year.  These  claims  totaled  $5,063 
and  $899,  respectively. 

►  Expenditure  transactions  record  the  use  of  resources  and 
expenditure  abatements  cancel  previously  recorded  transactions. 
UM-Tech  abated  expenditures  rather  than  recording  revenue  for 
funds  provided  by  its  foundation  in  the  amounts  of  $89,500  during 
fiscal  year  1996-97  and  $100,555  during  fiscal  year  1997-98. 

Misapplication  of,  and  noncompliance  with,  state  accounting  policies 
adversely  impact  both  the  university's  and  the  state's  efforts  toward 
accountability  and  appropriate  financial  reporting.  The  above  items 
indicate  a  need  for  the  university  campuses  to  review  their  accounting 
procedures  to  address  the  needs  of  both  the  university  and  the  state. 

Recommendation  #7 

We  recommend  the  university  review  its  accounting  procedures  to 
ensure  accounting  records  are  in  compliance  with  state  accounting 
policy  and  law. 


Peter  Potter  Loan  Fund  ^eter  Potter  bequeathed  3/9  of  his  estate  to  the  State  of  Montana's 

Board  of  Education  for  the  purpose  of  creating  the  "Peter  Potter  Loan 
Fund"  for  the  graduates  of  public  high  schools  in  Butte,  Montana,  who 
desire  to  attend  any  department,  school  or  institution  of  The  University 
of  Montana.  When  the  State  Board  of  Education  was  split  into  the 
Board  of  Public  Education  and  the  Board  of  Regents,  the  loan  fund  was 
retained  by  the  Board  of  Regents.  The  Commissioner  of  Higher 
Education  administered  the  funds  through  a  non-treasury  bank  account. 
In  November  1978,  in  Item  18-008-R1077,  the  Board  of  Regents 
authorized  UM-Tech  to  administer  this  fund. 
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Currently,  all  balances  and  activity  for  the  Peter  Potter  Loan  Fund  are 
recorded  on  UM-Tech's  accounting  records  in  an  agency  fund. 
According  to  GAAP  for  colleges  and  universities,  agency  funds  consist 
of  moneys  held  by  an  institution  as  custodian  or  fiscal  agent  for  others 
such  as  student  organizations,  individual  students,  or  faculty  members. 
A  loan  fund  consists  of  loans  to  students,  faculty,  or  staff,  and  of 
resources  available  for  such  purposes.  The  Peter  Potter  Loan  Fund 
meets  these  criteria  and  should  be  placed  in  a  loan  fund. 

Recorded  loan  fund  balances  and  activity  were  understated  by  the 
following  amounts: 

Peter  Potter  Loan  Fund 


Assets 

Liabilities 

Revenues 

Expenditures 

Prior  Period  Adjustments 

Fund  Balance,  June  30 


Recommendation  #8 

We  recommend  the  university  account  for  the  Peter  Potter  Loan 

Fund  in  a  loan  fund. 


Fiscal  Year 

Fiscal  Year 

1996-97 

1997-98 

$233,414 

$473,049 

22,526 

9,035 

11,513 

68,336 

4,408 

4,557 

203,783 

189,347 

210,888 

464,014 

Cash  Collections  During  our  last  audit,  we  reviewed  cash  collections  at  the  cafeteria  on 

the  UM- Western  campus.  We  found  areas  where  controls  and 
accountability  for  revenue  collection  could  be  improved.  This  included 
tracking  the  composition  of  deposits,  such  as  the  amount  of  cash 
collected  versus  checks,  and  having  cashiers  ring  in  cash  sales 
immediately  after  the  sale.  We  recommended  the  university  establish 
controls  to  ensure  deposits  are  made  intact  and  the  composition  of 
deposits  was  monitored.  The  university  partially  concurred  with  this 
recommendation. 

College  management  is  responsible  for  establishing,  implementing,  and 
monitoring  controls  over  cash  transactions.  In  addition,  section 
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17-6-105,  MCA,  requires  that  cash  deposits  be  made  on  a  timely  basis. 
At  a  minimum,  deposits  must  be  made  once  a  week,  or  daily  if  cash 
collections  exceed  $  1 00.  We  reviewed  the  amount  of  daily  collections 
during  fiscal  year  1997-98,  and  found  that  most  days'  cash  collections 
were  under  $30.  According  to  UM -Western  personnel,  collections  from 
July  1998  to  November  1998  were  approximately  $4,000,  which  is  also 
about  $30  per  day. 

For  the  current  audit,  we  reviewed  the  controls  in  place  over  cash 
collections  at  the  cafeteria.  We  found  the  college  had  improved  cash 
controls  by  establishing  written  procedures.  However,  we  noted  these 
procedures  were  not  consistently  followed,  thus  increasing  the  risk  of 
undetected  theft. 

•  While  the  cash  registers  have  the  capability  to  identify  whether  a 
sale  is  cash  or  check,  cashiers  do  not  consistently  use  this 
capability  although  UM- Western's  written  procedures  require 
cashiers  to  keep  track  of  both  cash  and  check  sales. 

•  UM-Westem  does  not  deposit  cafeteria  collections  on  a  timely 
basis.  Personnel  prepare  deposits  when  there  is  time  or  when  the 
cash  drawer  is  getting  full.  Personnel  told  us  this  delay  can  exceed 
a  week. 

UM- Western  provides  written  procedures  and  training  to  personnel 
involved  in  cash  handling,  but  because  of  staff  turnover  and  a  lack  of 
work  experience,  some  cashiers  do  not  follow  the  procedures. 

UM-Western  should  enforce  its  current  written  procedures  and  deposit 
cafeteria  collections  as  required  by  state  law.  UM-Western  should  also 
determine  whether  its  current  procedures  are  appropriate  at  the  cafeteria. 
Applying  all  of  these  procedures  at  the  cafeteria  may  cost  more  than 
UM-Western  collects  from  that  operation. 
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Recommendation  #9 

We  recommend  the  university: 

A.  Follow  its  established  procedures  over  cafeteria  cash 
collections. 

B.  Deposit  cafeteria  cash  collections  in  accordance  with  state  law. 


Food  Service  Contract  UM-Tech  has  negotiated  food  service  contracts  with  Marriott 

Management  Services  Corporation  for  more  than  15  years.  UM-Tech 
does  not  competitively  contract  for  this  service  as  required  by  Title  18, 
chapter  4,  MCA.  We  recommended,  in  our  1994  audit,  UM-Tech  use  a 
competitive  bid  process  for  this  contract.  Subsequent  to  the 
recommendation,  UM-Tech  rewrote  its  contract  with  Marriott  as  a  lease. 

UM-Tech  believed  the  lease  language  added  to  the  Marriott  contract 
would  address  the  prior  audit  recommendation  by  changing  this  contract 
from  a  purchase  of  services  to  a  lease  of  space  not  subject  to  purchasing 
laws.  Based  on  our  review  of  the  lease  document,  we  do  not  believe  the 
relationship  between  UM-Tech  and  Marriott  was  substantially  changed. 
Students  purchase  meal  plans  from  UM-Tech  and  management 
participates  in  the  decision  process  regarding  the  food  service;  therefore, 
we  believe  this  is  still  a  contract  for  services.  Section  18-4-303,  MCA, 
provides  that  all  state  contracts  for  supplies  and  services  must  be 
awarded  by  competitive  sealed  bid  or  proposal.  The  Marriott  service 
contract  should  have  been  competitively  awarded  through  this  bid 
process. 

UM-Tech  personnel  stated  they  have  a  good  working  relationship  with 
Marriott  and  the  service  to  the  students  continues  to  be  good  with 
Marriott  managing  the  food  service.  Personnel  have  voiced  concern  that 
the  bid  process  might  result  in  lower  food  and  service  quality  and  thus 
have  an  adverse  effect  on  meal  plan  sales  to  students.  Because  of  these 
concerns,  university  management  may  want  to  pursue  an  exception  to 
the  competitive  bid  requirements  for  food  service  contracts.  However, 
until  such  time  as  an  exception  in  the  law  is  enacted,  the  university 
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should  comply  with  the  competitive  bid  requirements  contained  in  state 
law. 

Recommendation  #10 

We  recommend  the  university  competitively  award  food  service 

contracts  in  compliance  with  state  law. 


Notification  of  Theft  Section  5-13-309(3),  MCA,  states  the  head  of  each  state  agency  shall 

immediately  notify  both  the  Attorney  General  and  the  Legislative 
Auditor  in  writing  upon  the  discovery  of  any  theft,  actual  or  suspected, 
involving  state  moneys  or  property  under  his  control  or  for  which  he  is 
responsible.  We  identified  four  instances  where  this  notification  was 
untimely.  Two  occurred  at  UM-Western  and  two  at  UM-Missoula. 

Alleged  thefts  of  cash  occurring  in  May  and  October  1997  were  not 
reported  by  UM-Western  to  the  Legislative  Audit  Division  until 
February  1998.  According  to  UM-Western  personnel,  notifications  can 
be  delayed  depending  on  priorities  and  personnel's  assessment  of  the 
significance  of  the  theft. 

UM-Missoula  personnel  notified  us  by  phone  in  advance  of  the  written 
communication  for  alleged  thefts  of  materials  and  of  cash.  We  received 
the  official  notification  related  to  the  alleged  theft  of  materials  two 
months  after  the  initial  phone  call.  We  received  official  notification 
related  to  the  alleged  theft  of  cash  one  month  after  the  initial  phone  call. 

The  university's  internal  policy  is  to  complete  preliminary  investigation 
to  substantiate  suspicion  of  theft  prior  to  notifying  the  Legislative 
Auditor  and  the  Attorney  General.  However,  delays  in  the  notification 
process  can  have  an  adverse  effect  on  any  subsequent  audit  or 
investigation. 

The  university  should  evaluate  its  theft  notification  policies,  revise  them 
as  needed,  and  communicate  them  to  all  campuses  to  ensure  compliance 
with  section  5-13-309(3),  MCA. 
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Recommendation  #1 1 

We  recommend  the  university  notify  the  Attorney  General  and  the 

Legislative  Auditor  of  thefts  in  accordance  with  state  law. 


Commissioner  of  Higher 
Education  and  the  Board 
of  Regents 


During  the  audit  of  The  University  of  Montana,  we  identified  two  issues 
which  impact  the  Montana  University  System  as  a  whole.  These  issues 
are  discussed  below  and  the  recommendations  are  made  to  the 
Commissioner  of  Higher  Education  and  the  Board  of  Regents. 


Unrelated  Business  Income 


Net  income  from  university  operations  unrelated  to  the  education, 
research,  and  public  service  missions  of  the  Montana  University  System 
is  considered  taxable  income  and  must  be  reported  to  the  Internal 
Revenue  Service  (IRS).  In  general,  unrelated  business  income  is  income 
generated  by  the  sale  of  goods  and  services  to  parties  outside  the 
university  system.  Examples  include  facilities'  rentals  by  outside 
parties,  gymnasium  memberships  held  by  the  public,  real  property 
rentals,  and  advertising  income.  The  Commissioner  of  Higher 
Education  (CHE)  contracts  with  an  accounting  firm  to  prepare  the  tax 
return  for  the  system.  CHE  directs  personnel  at  each  campus  to  compile 
schedules  of  unrelated  business  income  and  expense  to  be  used  by  the 
contractor  in  preparing  the  tax  return.  We  reviewed  the  return  submitted 
for  fiscal  year  1996-97  and  the  supporting  schedules  prepared  by  The 
University  of  Montana  campuses  for  reasonableness  and  consistency. 
We  noted  an  error  in  the  revenue  and  expense  data  from  one  campus  and 
inconsistency  in  operations  reported  by  the  two  largest  campuses  of  the 
system. 


UM-Western  reported  expenses  for  unrelated  business  operations  which 
were  more  than  three  times  the  revenue  from  these  activities.  We  traced 
to  supporting  schedules  and  found  the  college  had  identified  income 
from  certain  operations  which  were  unrelated  to  its  mission  but  had 
reported  all  expenses  from  the  operations,  including  those  related  to  its 
mission.  Because  UM-Western  reported  losses  at  $200,205  more  than 
actual  and  these  losses  were  netted  against  other  campuses'  profits,  the 
Montana  University  System  understated  unrelated  business  taxable 
income.  The  reported  taxable  income  was  $0;  it  should  have  been 
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$86,394.  This  is  the  taxable  income  after  factoring  in  loss  carry 
forwards  from  previous  years. 

Personnel  said  the  error  had  been  detected  prior  to  compiling  the  return 
and  revised  information  was  submitted  to  UM-Missoula.  However,  this 
revised  information  was  not  forwarded  to  CHE.  A  university  financial 
manager  indicated  that  there  had  been  turnover  in  the  staff  position 
assigned  to  compiling  unrelated  business  income  for  the  university. 
CHE  relied  on  the  units  to  compile  the  information.  To  facilitate  a 
timely  tax  return,  CHE  forwarded  the  information  to  the  accounting  firm 
prior  to  reviewing  it. 

For  fiscal  year  1996-97,  The  University  of  Montana-Missoula  and 
Montana  State  University-Bozeman  identified  unrelated  business 
income  of  $506,095  and  $1,136,509,  respectively.  Since  the  two 
campuses  have  similar  sized  enrollments,  we  made  inquiries  to 
determine  the  reason  for  the  income  variance.  A  CHE  official  said  the 
contractor  had  identified  instances  where  the  Bozeman  campus  may  be 
reporting  income  related  to  its  mission  and  discussed  it  in  a  management 
letter  sent  after  the  return  was  filed. 

Since  CHE  files  a  return  for  the  university  system  as  a  whole,  we  believe 
it  is  appropriate  for  CHE  personnel  to  establish  guidelines  to  ensure 
campuses  provide  consistent  revenue  and  expense  information  for 
unrelated  business  activity.  CHE  personnel  should  also  review  the 
information  received  from  the  campuses  prior  to  submitting  it  to  the 
accounting  firm.  When  material  inconsistencies  or  errors  are  identified, 
CHE  should  file  an  amended  return. 

Recommendation  #12 

We  recommend  the  Commissioner  of  Higher  Education: 

A.  Review  unrelated  business  income  data  submitted  for 
consistency  and  reasonableness. 

B.  File  an  amended  unrelated  business  income  tax  return  for 
fiscal  year  1996-97. 


Page  30 


Findings  and  Recommendations 


Data  Security  Policy  Section  20-25-301(16),  MCA,  requires  the  Board  of  Regents  (BOR)  to 

"...ensure  an  adequate  level  of  security  for  data  and  information 
technology  resources,  as  defined  in  2-15-102,  within  the  state  university 
system.  In  carrying  out  this  responsibility,  the  board  of  regents  shall,  at 
a  minimum,  address  the  responsibilities  prescribed  in  2-15-1 14."  These 
responsibilities  are  as  follows: 

1.  Develop  and  maintain  written  internal  policies  and  procedures  to 
assure  security  of  data  and  information  technology  resources. 

2.  Designate  an  information  security  manager  to  administer  the 
security  program  for  data  and  information  technology  resources. 

3.  Implement  appropriate  cost-effective  safeguards  to  reduce, 
eliminate,  or  recover  from  identified  threats  to  data  and 
information  technology  resources. 

4.  Ensure  internal  evaluations  of  the  security  program  for  data  and 
information  technology  resources  are  conducted. 

5.  Include  appropriate  security  requirements  in  the  written 
specifications  for  solicitation  of  data  and  information  technology 
resources. 

6.  Maintain  an  information  technology  plan,  including  a  general 
description  of  the  existing  security  program  and  future  plans  for 
assuring  security  of  data  and  information  technology  resources. 

The  BOR  has  not  developed  the  policies  required  by  section  20-25-301, 
MCA.  During  our  audit,  we  asked  personnel  on  each  campus  whether 
their  particular  campus  had  developed  the  policies  required  in  section 
2-15-1 14,  MCA.  Personnel  on  two  campuses  stated  they  were  not 
aware  of  the  requirement  for  the  policies  described  above.  They  do  have 
verbal  communications  concerning  the  security  over  access  to  student 
and  business  office  related  information.  Discussions  with  personnel  in 
the  Office  of  the  Commissioner  of  Higher  Education  indicate  the  office 
has  been  unable  to  fill  the  position  responsible  for  this  policy 
development. 
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As  the  university  campuses  become  more  automated  and  employ 
increasing  levels  of  technological  resources,  security  over  those 
resources  increases  in  importance. 


Recommendation  #13 

We  recommend  the  Board  of  Regents  implement  policies  which  will 
assure  security  of  data  and  information  technology  resources  as 
required  by  state  law. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Balance  Sheet  of  The  University  of  Montana  -  Missoula,  a  component 
unit  of  the  state  of  Montana,  as  of  June  30,  1998,  and  the  related  Statements  of  Changes  in  Fund  Balance  and 
Statements  of  Current  Funds  Revenues,  Expenditures  and  Other  Changes  for  each  of  the  two  fiscal  years 
ended  June  30,  1997  and  1998.  The  information  contained  in  these  financial  statements  is  the  responsibility 
of  the  university's  management.  Our  responsibility  is  to  express  an  opinion  on  these  financial  statements 
based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards    Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are 
free  of  material  misstatement    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  in  the  financial  statements    An  audit  also  includes  assessing  the  accounting  principles  used 
and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement 
presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the  financial 
position  of  The  University  of  Montana  -  Missoula  as  of  June  30,  1998,  and  the  changes  in  fund  balances  and 
the  current  funds  revenues,  expenditures  and  other  changes  for  each  of  the  two  fiscal  years  then  ended  in 
conformity  with  generally  accepted  accounting  principles. 

As  discussed  in  note  2  to  the  financial  statements.  The  University  of  Montana  -  Missoula  changed  its 
capitalization  limit  for  fixed  assets,  invested  excess  momes  in  the  General  Operating  and  Designated  Funds, 
and  implemented  GASB  Statement  No.  31  in  fiscal  year  1997-98. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  11,  1998 


Room  135,  State  Capitol  Building/ PO  Box  201705   Helena  MT  59620-1705 
Phone  (406)  444-3122    FAX  (406)  444-9784      E-Mail  lad@state.mt.us 
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THE  UNIVERSITY  OF  MONTANA  -  MISSOULA 
BALANCE  SHEET 
June  30, 1998 


ASSETS 

Cash  and  Cash  Equivalents 

Investments 

Accounts  Receivable,  Net  of  Allowance 

Interest  Receivable 

Inventories 

Prepaid  Expenses  and  Deferred  Charges 

Due  from  Other  Fund  Groups 

Interfund  Loans  Receivable 

Loans  Receivable,  Net  of  Allowance 

Property,  Equipment,  &  Other  Assets 

Cash  Collateral  -  Securities  Lending 

TOTAL  ASSETS 


Current  Funds 

Unrestricted 

General 

Auxiliary 

Operating 

Designated 

Enterprises 

Restricted 

$ 

6,889,116 

$ 

4,106,208 
41 ,802 

$ 

3,141,735 

$ 

2,260,361 

328,239 

286,137 
36,542 

309,597 

5,555,960 

8,497 

573,240 

373,493 

1,316,604 

293,617 

10,432 

466,537 

2,586,768 

2,567,570 
3,265,246 

40,812 

152,786 
137,210 

167,875 
81,303 

$ 

11,129,224 

$ 

11,211,174 

$ 

4,125,253 

$ 

8,532,036 

LIABILITIES  AND  FUND  BALANCE 


Accounts  Payable  and  Accrued  Liabilities 

$ 

4,776,190 

$ 

2,975,349 

$ 

284,371 

$ 

542,958 

Accrued  Interest  Payable 

976 

Students'  Deposits 

44,550 

279,933 

Deposits  Held  in  Custody  for  Others 

61,524 

125,515 

Due  to  Other  Fund  Groups 

3,295,608 

715,875 

498,997 

1,496,272 

Deferred  Revenue 

2,428,852 

569,515 

429,079 

Current  Notes  Payable 

Long  Term  Obligations 

Interfund  Loans  Payable 

134,046 

3,000,000 

Bonds  Payable,  Net  of  Discount 

Compensated  Leave 

7,570,715 

1,682,642 

939,918 

Liability  Under  Securities  Lending 

40,812 

137,210 

81,303 

TOTAL  LIABILITIES 

$ 

18,115,915 

$ 

6,045,717 

$ 

2,704,530 

$ 

5,246,048 

Fund  Balances 

(6,986,691) 

5,165,457 

1,420,723 

3,285,988 

TOTAL  LIABILITIES 

AND  FUND  BALANCE 

$ 

11,129,224 

$ 

11,211,174 

$ 

4,125,253 

$ 

8,532,036 

Fund  Balances  Consist  of: 
Unrestricted  - 

General 

Unexpended 

Renewal  and  Replacement 

Retirement  of  Indebtedness 
Restricted  - 

U.S.  Government  Grants  Refundable 

General 
Net  Investment  in  Plant 
TOTAL  FUND  BALANCES 


$        (6,986,691)  $ 


$        (6,986,691)  $ 


5,165,457   $       1,420,723   $ 


See  Summary  of  Significant  Accounting  Policies  and  Notes  to  Financial 
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5,165,457   $ 

Statements. 


1,420,723   $ 


3,285,988 
3,285,988 


Student 

Endowment 

Plant 

Agency 

Loan  Funds 

Funds 

Funds 

Funds 

Total 

$            517,417    $ 

631,780    $ 

37,151,513 

$ 

296,209    $ 

54,994,339 

3,439,929 

614,770 

4,096,501 

121,021 

35,973 

14,105 

6,651,032 

12,318 

163,479 

212,339 
955,230 

7,817 

7,674,574 

15,798 


7,847 


297,070 


1,851,683 
730,414 
234,046 
511,898 
261,246,962 
362,340 


8,336,627   $       4,388,944   $       302,903,078   $ 


17,747 
328,061    $ 


3,938,873 
6,221,077 
3,499,292 
8,186,472 

261 ,246,962 
952,280 

350,954,397 


1,830 

$ 

$ 

583,088 
744,304 

$ 

1,831 
302,079 

$ 

9,165,617 
745,280 
324,483 
489,118 

512 

41,185 

166,224 

184,294 

142,770 

2,047,920 

365,246 

93,801 ,847 

150 

6,404 

6,221 ,077 

3,611,740 

142,770 

2,047,920 

3,499,292 

93,801,847 

10,193,425 

15,798 

297,070 

362,340 

17,747 

952,280 

18,140 

$ 

338,255 

$ 

98,398,183 

$ 

328,061 

$ 

131,194,849 

8,318,487 

4,050,689 

204,504,895 

219,759,548 

8,336,627 

$ 

4,388,944 

$ 

302,903,078 

$ 

328,061 

$ 

350,954,397 

747,360   $ 


883,308   $ 


1,716,011 

8,080,383 

691,911 


1,230,157 

1,716,011 

8,080,383 

691,911 


7,571,127 

3,167,381  7,169,447 

186,847,143 
$         8,318,487   $       4,050,689   $       204,504,895   $ 


7,571,127 

13,622,816 

186,847,143 

219,759,548 
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THE  UNIVERSITY  OF  MONTANA  -  MISSOULA 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

Year  Ended  June  30,  1998 


Current  Funds 
Unrestricted 


General  Auxiliary 

Operating  Designated        Enterprises 


Restricted 


REVENUES  AND  OTHER  ADDITIONS 

Unrestricted  Current  Fund 
Private  Gifts,  Grants  and  Contracts 
Government  Grants  and  Contracts 
Federal  Contributions 
Land  Grant  Income 
Interest  and  Recovery  on  Loans 
Student  Fees 
Investment  Income 
Retirement  of  Indebtedness 
Additions  to  Plant 
Other 
TOTAL  REVENUES  AND  OTHER  ADDITIONS 

EXPENDITURES  AND  OTHER  DEDUCTIONS 

Current  Funds  Expenditures 

Indirect  Cost  Recovered 

Loan  Cancellations,  Collection  Costs 

and  Bad  Debt  Expense 
Expended  for  Plant  Facilities 
Retirement  of  Indebtedness 
Interest  on  Indebtedness 
Other  Expenditures 
Deletions  from  Plant 
Transfers  to  Other  UM  Campuses 
TOTAL  EXPENDITURES  AND  OTHER  DEDUCTIONS 


$      73,601,937   $      16,632,878   $     25,036,025   $ 


8,531,285 
26,508,598 


238,945 


105,406 
73,601,937   $      16,632,878   $     25,036,025   $     35,384,234 


72,826,246   $      15,611,683   $     20,764,557   $     32,226,678 

2,086,651 


$      72,826,246   $      15,611,683   $     20,764,557   $     34,313,329 


TRANSFERS  AMONG  FUNDS  -  ADDITIONS(DEDUCTIONS) 

Mandatory: 

Principal  and  Interest  $ 

Renewals  and  Replacements 

Other 

Non-Mandatory 
Net  Investment  in  Plant 
TOTAL  TRANSFERS  -  ADDITIONS(DEDUCTIONS)  $ 


NET  INCREASE(DECREASE)  FOR  THE  YEAR 

Fund  Balance  -  Beginning  of  Year 
Prior  Year  Adjustments 


$ 


$ 


FUND  BALANCE  -  BEGINNING  OF  YEAR  RESTATED   $ 
FUND  BALANCE  AT  END  OF  YEAR  $ 


$ 

$ 

(3,276,649)  $ 

(458,500) 

(28,346) 
(325,285) 

(963,791) 
(177,946) 

(4,939) 

(458,500)  $ 

(353,631)  $ 

(4,418,386)  $ 

(4,939) 

317,191  $ 

667,564  $ 

(146,918)$ 

1,065,966 

(7,696,459)  $ 
392,577 

4,534,975  $ 
(37,082) 

1,599,281  $ 
(31,640) 

2,444,427 
(224,405) 

(7,303,882)  $ 

4,497,893  $ 

1,567,641  $ 

2,220,022 

(6,986,691)  $ 

5,165,457  $ 

1,420,723  $ 

3,285,988 

See  Summary  of  Significant  Accounting  Policies  and  Notes  to  Financial  Statements 
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Student 

Endowment 

Plant  Funds 

Renewal  & 

Retirement  of 

Investment 

Loans 

Funds 

Unexpended 

Replacement 

Indebtedness 

In  Plant 

$ 

$ 
431 

284,021 

201,583 

$ 

466,597 

200,350 
610,704 

$ 

$ 
638,684 

1,795,281 

$ 

29,383 

373,816 

1 ,637,236 

124,189 

258,609 

2,816,372 
7,885,906 

94,673 

217,355 

1 ,676,983 

930 

$ 

610,091    $ 

373,816   $ 

3,132,242 

$ 

2,439,856   $ 

2,054,820 

$ 

10,702,278 

168,674 


453,629  4,670,612 


2,361,043  426,306 

4,451,941 
395,985  198,284 

2,468,775 
16,000  35,662 

168,674   $  $  849,614   $  4,686,612   $  7,046,930   $  2,895,081 


$ 

$ 

23,581 

$ 

(1,721,063)  $ 
(1,800,685) 
(114,037) 
63,339 
(7,016,957) 

(223,000)  $ 
1,800,685 

2,712,276 
(1,495,413) 

5,220,712    $ 

1,106,174 
(1,832,524) 
204,119 

8,308,251 

$ 

$ 

23,581 

$ 

(10,589,403)  $ 

2,794,548   $ 

4,698,481    $ 

8,308,251 

$ 

441,417 

$ 

397,397 

$ 

(8,306,775)  $ 

547,792   $ 

(293,629)  $ 

16,115,448 

$ 

7,877,070 

$ 

3,376,470 

$ 

16,204,938    $ 

7,993,872    $ 

985,500    $ 

187,525,311 

276,822 

487,295 

38,719 

40 

(16,793,616) 

$ 

7,877,070 

$ 

3,653,292 

$ 

16,692,233   $ 

8,032,591    $ 

985,540   $ 

170,731,695 

$ 

8,318,487 

$ 

4,050,689 

$ 

8,385,458    $ 

8,580,383    $ 

691,911     $ 

186,847,143 
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THE  UNIVERSITY  OF  MONTANA  -  MISSOULA 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

Year  Ended  June  30,  1997 


Current  Funds 
Unrestricted 


General  Auxiliary 

Operating  Designated        Enterprises 


Restricted 


REVENUES  AND  OTHER  ADDITIONS 

Unrestricted  Current  Fund 
Private  Gifts,  Grants  and  Contracts 
Government  Grants  and  Contracts 
Federal  Contributions 
Land  Grant  Income 
Interest  and  Recovery  on  Loans 
Student  Fees 
Investment  Income 
Retirement  of  Indebtedness 
Additions  to  Plant 
Other 
TOTAL  REVENUES  AND  OTHER  ADDITIONS 

EXPENDITURES  AND  OTHER  DEDUCTIONS 

Current  Funds  Expenditures 

Indirect  Cost  Recovered 

Loan  Cancellations,  Collection  Costs 

and  Bad  Debt  Expense 
Expended  for  Plant  Facilities 
Retirement  of  Indebtedness 
Interest  on  Indebtedness 
Other  Expenditures 
Deletions  from  Plant 
Transfers  to  Other  UM  Campuses 
TOTAL  EXPENDITURES  AND  OTHER  DEDUCTIONS 


$      69,326,068    $      15,629,994    $     23,261,428    $ 


6,902,701 
24,651,187 


234,831 


55,332 
69,326,068   $      15,629,994   $     23,261,428  $     31,844,051 


70,176,866    $      15,113,198    $      19,048,534    $     29,413,725 

2,167,090 


$ 


68,000 
70,244,866   $      15,113,198   $     19,048,534   $     31,580,815 


TRANSFERS  AMONG  FUNDS  -  ADDITIONS(DEDUCTIONS) 

Mandatory: 

Principal  and  Interest 

Renewals  and  Replacements    . 

Other 

Non-Mandatory 
Net  Investment  in  Plant 
TOTAL  TRANSFERS  -  ADDITIONS(DEDUCTIONS) 

NET  INCREASE(DECREASE)  FOR  THE  YEAR 

Fund  Balance  -  Beginning  of  Year 
Prior  Year  Adjustments 

FUND  BALANCE  -  BEGINNING  OF  YEAR  RESTATED 

FUND  BALANCE  AT  END  OF  YEAR 


See  Summary  of  Significant  Accounting  Policies  and  Notes  to  Financial  Statements 
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$ 

$ 

(432,065) 

(127,618)  $ 

(3,021) 
(111,620) 

(3,048,092)  $ 
(106,480) 

(1,338,623) 
(131,066) 

(98,402) 

$ 

(432,065)  $ 

(242,259)  $ 

(4,624,261)  $ 

(98,402) 

$ 

(1,350,863)$ 

274,537  $ 

(411,367)  $ 

164,834 

$ 

(6,299,816)  $ 
(45,780) 

4,324,498  $ 
(64,060) 

2,021,537  $ 
(10,889) 

2,258,375 
21,218 

$ 

(6,345,596)  $ 

4,260,438  $ 

2,010,648  $ 

2.279,593 

$ 

(7,696,459)  $ 

4,534,975  $ 

1,599,281  $ 

2,444,427 

Student 

Endowment 

Plant  Funds 

Renewal  & 

Retirement  of 

Investment 

Loans 

Funds 

Unexpended 

Replacement 

Indebtedness 

In  Plant 

$ 

$ 
43,250 

159,004 

199,342 

41,928 

$ 

1,632,326 

170,258 

407,608 
1,715,055 

$ 

$ 

628,453 
37,309 

1,080,023 
384,221 

$ 

2,243,472 
29,821,443 

53,001 

58,790 

135,302 

187,354 

4,178 

$ 

496,525   $ 

58,790 

$ 

4,060,549 

$ 

853,116   $ 

1,468,422 

$ 

32,064,915 

$  $ 


249,656 


1 ,054,505       4,252,227 


1 ,755,000         252,567 
4,253,945 
1,444,293  143,323 

1,704,203 
100,000 
249,656  $  $     2,498,798  $     4,252,227  $      6,252,268  $      1,956,770 


$            $            $    (1,984,475)$  (221,000)$  5,381,185  $ 

(190,813)       190,813  106,480 

(1,992)  1,343,636 

(6,686)       190,055        774,419  3,816,258  (4,000,893) 

(721,267)  (830,530)  594,654         957,143 

$      (6,686)$     190,055  $     (2,124,128)$  2,955,541  $  3,425,062  $       957,143 

$     240,183  $     248,845  $      (562,377)$  (443,570)$  (1,358,784)$     31,065,288 

$    7,636,887  $    3,127,625  $    15,975,701  $  8,449,951  $  2,344,284  $    156,460,023 

791,614         (12,509) 

$         7,636,887   $         3,127,625   $          16,767,315   $  8,437,442   $  2,344,284   $         156,460,023 

$        7,877,070    $        3,376,470    $         16,204,938    $  7,993,872    $  985,500    $        187,525,311 
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THE  UNIVERSITY  OF  MONTANA  -  MISSOULA 

STATEMENT  OF  CURRENT  FUNDS  REVENUES,  EXPENDITURES  AND  OTHER  CHANGES 

Year  Ended  June  30,  1 998 


REVENUES 


General 
Operating 


Unrestricted 


Designated 


Tuition  and  Fees 
State  Appropriation 
Federal  Grants  and  Contracts 
State  and  Local  Grants/Contracts 
Private  Gifts,  Grants  and  Contracts 
Investment  Income 
Sales  and  Service 
Indirect  Cost  Recoveries 
Other  Sources 
TOTAL  CURRENT  REVENUES 


40,924,783 

31,735,753 

167,833 


523,461 


250,107 
73,601,937 


$  4,615,933 


146,487 

7,642,760 

2,086,651 

2,141,047 

16,632,878 


EXPENDITURES  AND  MANDATORY  TRANSFERS 


Educational  and  General: 

Instruction 

Research 

Public  Service 

Academic  Support 

Student  Services 

Institutional  Support 

Operations  and  Maintenance  of  Plant 

Scholarships  and  Fellowships 
EDUCATIONAL  AND  GENERAL  EXPENDITURES 
Auxiliary  Enterprises  Expenditures 
TOTAL  EXPENDITURES 


39,604,242 

$         2,189,837 

1,993,902 

2,417,150 

671,626 

1,421,641 

9,393,886 

1 ,596,986 

5,034,625 

6,730,859 

5,845,868 

788,737 

7,019,712 

14,963 

3,262,385 

435,893 

72,826,246 

$       15,596,066 

15,617 

72,826,246 

$       15,611,683 

MANDATORY  TRANSFERS 


Principal  and  Interest 
Other 
TOTAL  MANDATORY  TRANSFERS 

TOTAL  EXPENDITURES,  ADJUSTMENTS  AND 
MANDATORY  TRANSFERS 

OTHER  TRANSFERS  -  ADDITIONS(DEDUCTIONS) 

Restricted  Receipts  Over  (Under) 
Transfers  to  Revenue 
Non-Mandatory  Transfers 
TOTAL  OTHER  TRANSFERS  -ADDITIONS(DEDUCTIONS) 

NET  INCREASE  (DECREASE)  IN  FUND  BALANCE 


$ 
$ 

$ 
$ 

28,346 
28,346 

$ 

72,826,246 

$ 

15,640,029 

$ 

$ 

$ 

(458,500) 
(458,500) 

$ 

(325,285) 
(325,285) 

$ 

317,191 

$ 

667,564 

See  Summary  of  Significant  Accounting  Policies  and  Notes  to  Financial  Statements. 
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Auxiliary 
Enterprises Restricted Total 


$         4,474,181        $  $  50,014,897 

31,735,753 

22,835,220  23,003,053 

1,757,405  1,757,405 

7,289,702  7,289,702 

362,984  238,945  1,271,877 

19,518,611  27,161,371 

2,086,651 

680,249         105,406  3,176,809 

$   25,036,025   $   32,226,678     $    147,497,518 


$ 

$ 

4,645,453 

$ 

46,439,532 

13,257,724 

17,668,776 

3,709,294 

5,802,561 

1 ,455,245 

12,446,117 

222,430 

11,987,914 

48,817 

6,683,422 

69,626 

7,104,301 

8,663,494 

12,361,772 

$ 

$ 

32,072,083 

$ 

120,494,395 

20,764,557 

154,595 

20,934,769 

$ 

20,764,557 

$ 

32,226,678 

$ 

141,429,164 

$    3,276,649   $  $     3,276,649 

963,791  992,137 

$    4,240,440   $  $     4,268,786 


$   25,004,997   $   32,226,678     $    145,697,950 


$  $  $ 

1,070,905  1,070,905 

(177,946)  (4,939)  (966,670) 

$     (177,946)   $    1,065,966  $       104,235 

$     (146,918)   $    1,065,966  $     1,903,803 
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THE  UNIVERSITY  OF  MONTANA  -  MISSOULA 

STATEMENT  OF  CURRENT  FUNDS  REVENUES,  EXPENDITURES  AND  OTHER  CHANGES 

Year  Ended  June  30,  1997 


REVENUES 


Tuition  and  Fees 
State  Appropriation 
Federal  Grants  and  Contracts 
State  and  Local  Grants/Contracts 
Private  Gifts,  Grants  and  Contracts 
Investment  Income 
Sales  and  Service 
Indirect  Cost  Recoveries 
Other  Sources 
TOTAL  CURRENT  REVENUES 

EXPENDITURES  AND  MANDATORY  TRANSFERS 

Educational  and  General: 

Instruction 

Research 

Public  Service 

Academic  Support 

Student  Services 

Institutional  Support 

Operations  and  Maintenance  of  Plant 

Scholarships  and  Fellowships 
EDUCATIONAL  AND  GENERAL  EXPENDITURES 
Auxiliary  Enterprises  Expenditures 
TOTAL  EXPENDITURES 


General 
Operating 


37,457,124 

31,450,427 

175,500 


243,017 
69,326,068 


Unrestricted 


Designated 


$         4,644,347 


36,245 

7,219,325 

2,167,090 

1,562,987 

15,629,994 


37,621,309 

$          2,529,658 

1,878,981 

2,444,864 

440,078 

1,261,804 

9,144,396 

1,475,619 

4,912,405 

5,799,571 

6,403,288 

(203,681) 

6,962,514 

1,506,848 

2,881,895 

283,973 

70,244,866 

$       15,098,656 

14,542 

70,244,866 

$       15,113,198 

MANDATORY  TRANSFERS 

Principal  and  Interest 
Renewals  and  Replacements 
Other 
TOTAL  MANDATORY  TRANSFERS 

TOTAL  EXPENDITURES,  ADJUSTMENTS  AND 
MANDATORY  TRANSFERS 

OTHER  TRANSFERS  -  ADDITIONS(DEDUCTIONS) 

Restricted  Receipts  Over  (Under) 
Transfers  to  Revenue 
Non-Mandatory  Transfers 
TOTAL  OTHER  TRANSFERS  -ADDITIONS(DEDUCTIONS) 

NET  INCREASE  (DECREASE)  IN  FUND  BALANCE 


$ 

$       70,244,866 

$ 

(432,065) 
$  (432,065) 

$        (1,350,863) 


$ 


127,618 


3,021 
$  130,639 


$       15,243,837 

$ 

(111,620) 
$  (111,620) 

$  274,537 


See  Summary  of  Significant  Accounting  Policies  and  Notes  to  Financial  Statements. 
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Auxiliary 
Enterprises Restricted Total 


4,173,680       $  $  46,275,151 

31,450,427 

20,421,696  20,597,196 

2,100,865  2,100,865 

6,601,001  6,601,001 

364,060  234,831  635,136 

18,648,887  25,868,212 

2,167,090 

74,801  55,332  1,936,137 

23,261,428       $       29,413,725  $        137,631,215 


$ 

3,742,263 

12,771,656 

3,277,448 

1,459,611 

304,350 

34,883 

17,242 

7,702,002 

$ 

43,893,230 

17,095,501 

4,979,330 

12,079,626 

11,016,326 

6,234,490 

8,486,604 

10,867,870 

$ 

29,309,455 

$ 

114,652,977 

19,048,534 

104,270 

19,167,346 

19,048,534 

$ 

29,413,725 

$ 

133,820,323 

&          3,048,092  $                                      $             3,175,710 

106,480  106,480 

1,338,623  1,341,644 

&         4,493,195  $                                    $            4,623,834 


F       23,541,729       $       29,413,725  $        138,444,157 


& 

$ 

263,236 

$ 

263,236 

(131,066) 

(98,402) 

(773,153) 

& 

(131,066)      $ 

164,834 

$ 

(509,917) 

(411.367)      $  164,834  $  (1,322,859) 
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THE  UNIVERSITY  OF  MONTANA  -  MISSOULA 

A  Component  Unit  of  the  State  of  Montana 


NOTES  TO  FINANCIAL  STATEMENTS 

For  the  two  years  ended  June  30,  1998 


1.  Summary  of  Significant  Accounting  Policies 

BASIS  OF  PRESENTATION 

The  University  of  Montana-Missoula  financial  statements  include  all  activities  of  the  University  and  the  Forestry 
Experiment  Station.  The  University  of  Montana  -  Missoula  also  has  administrative  oversight  for  Montana 
Tech,  Western  Montana  College  and  Helena  College  of  Technology.  These  financial  statements  exclude 
activity  for  these  units,  which  is  reported  separately  by  each  campus. 

The  financial  statements  for  The  University  of  Montana  -  Missoula  are  included  as  a  component  part  of  the  State 
of  Montana  General  Purpose  Financial  Statements  which  are  prepared  annually  and  presented  in  the  Montana 
Comprehensive  Annual  Financial  Report. 

The  University  follows  the  standards  of  accounting  and  reporting  as  described  by  National  College  and  University 
Business  Officers  (NACUBO).  In  accordance  with  Governmental  Accounting  Standard  No.  15, 
"Governmental  College  and  University  Accounting  and  Reporting  Models,"  the  University  has  adopted  the 
American  Institute  of  Certified  Public  Accountants'  (AICPA)  "College  Guide  Model." 

BASIS  OF  ACCOUNTING 

The  financial  statements  of  the  University  have  been  prepared  on  the  accrual  basis,  except  for  depreciation 
accounting.  The  statement  of  current  funds  revenues,  expenditures  and  other  changes  is  a  statement  of 
financial  activities  related  to  the  current  reporting  period.  It  does  not  purport  to  present  the  results  of 
operations  or  the  net  income  or  loss  for  the  period  as  would  a  statement  of  income  or  a  statement  of  revenues 
and  expenses. 

To  the  extent  that  current  funds  are  used  to  finance  plant  assets,  the  amounts  so  provided  are  accounted  for  as  (1) 
expenditures,  in  the  case  of  normal  additions;  (2)  mandatory  transfers,  in  the  case  of  required  provisions  for 
debt  amortization  and  interest,  and  property  renewal  and  replacement;  and  (3)  other  transfers,  for  all  other 
cases. 

FUND  ACCOUNTING 

The  financial  records  are  maintained  in  accordance  with  the  principles  of  fund  accounting.  These  principles 
require  that  resources  be  classified  for  accounting  and  reporting  purposes  into  fund  groups  according  to  the 
activities  or  objectives  specified  for  the  resources.  Accounts  are  separately  maintained  for  each  fund.  In  the 
accompanying  financial  statements,  funds  that  have  similar  characteristics  have  been  combined  into  fund 
groups.  Descriptions  of  these  fund  groups  are  as  follows: 
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Current  funds  -  Current  funds  are  used  primarily  to  account  for  transactions  made  in  performing  the  primary  and 
support  objectives  of  the  University:  instruction,  research,  public  service,  academic  support,  student  services, 
institutional  support,  operation  and  maintenance  of  plant,  scholarships  and  fellowships  and  auxiliary  activities. 
Funds  included  in  this  classification  consist  of: 

A.  General  operating  funds  -  These  funds  are  used  to  account  for  transactions  relating  to  the  educational  and 
general  operations  of  the  University.  The  fund  balance  includes  the  unfunded  liability  of  $7,570,715  for 
compensated  absences  and  associated  benefits. 

B.  Designated  funds  -  These  funds  are  used  to  account  for  educational,  chargeback,  and  administrative 
activities  that  are  essentially  self-supporting.  Resources  in  this  fund  group  have  been  designated  for 
specific  purposes  by  the  University  or  by  the  Montana  Board  of  Regents. 

C.  Auxiliary  enterprises  funds  -  These  funds  are  used  to  account  for  transactions  of  substantially  self- 
supporting  activities  that  primarily  provide  services  for  students,  faculty  and  staff.  Auxiliary  enterprises 
include  activities  such  as  student  housing,  dining  services,  swimming  pool,  golf  course  and  health/dental 
service. 

D.  Restricted  funds  -  These  funds  are  used  to  account  for  current  funds  expended  for  operating  purposes  but 
are  restricted  by  donors  or  other  outside  agencies  as  to  how  they  may  be  spent.  Revenues  of  the  restricted 
funds  are  reported  in  the  statement  of  current  funds  revenues,  expenditures  and  other  changes  only  to  the 
extent  expended  for  current  operating  purposes.    The  difference  between  receipts  and  expenditures  is 
included  as  an  addition  to  or  deduction  from  fund  balance  for  the  year. 

Student  loan  funds  -  These  funds  are  available  as  loans  to  students  to  help  finance  their  education  and  are 
provided  by  federal,  private  and  University  sources.  The  federal  government  provides  the  majority  of  the 
funds. 

Endowment  and  similar  funds  -  These  funds  have  specific  donor  or  other  outside  agency  restrictions  prohibiting 
the  expenditure  ot  the  principal.  Generally,  the  principal  is  to  be  maintained  in  perpetuity  and  invested  to 
produce  income.  The  income  may  or  may  not  be  restricted  as  to  use,  at  the  donor's  instruction. 

Plant  funds  -  These  funds  are  used  to  account  for  the  transactions  relating  to  investment  in  University  properties. 
Plant  funds  include: 

A.  Unexpended  plant  fund  -  comprised  of  amounts  that  have  been  appropriated  or  designated  for  land, 
improvements,  buildings  and  equipment. 

B.  Renewal  and  replacement  fund  -  comprised  of  amounts  provided  for  renewal  and  replacement  of 
properties. 

C.  Retirement  of  indebtedness  fund  -  accumulates  resources  for  interest  and  principal  payments  and  other 
debt  service  charges  relating  to  plant  fund  indebtedness. 

D.  Net  investment  in  plant  fund  -  represents  the  total  of  property,  buildings,  equipment  and  related 
liabilities. 

Agency  funds  -  These  funds  are  used  to  account  for  assets  held  by  the  University  as  custodian  or  fiscal  agent  for 
others.  Consequently,  the  transactions  of  this  fund  do  not  affect  the  statement  of  changes  in  fund  balances. 
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2.  Changes  in  Accounting  and  Reporting 

CAPITALIZATION  POLICY 

Effective  July  1,  1997,  the  State's  capitalization  limit  was  increased  from  $1,000  to  $5,000.  All  state  agencies  are 
required  to  capitalize  fixed  assets  only  if  an  item's  unit  cost  is  $5,000  or  more  and  the  item  has  a  useful  life  of 
more  than  one  year.  This  change  in  accounting  and  reporting  resulted  in  a  reduction  of  Property,  Equipment 
and  Other  Assets  in  Net  Investment  in  Plant  of  $  16,793,616. 

INVESTMENT  OF  CURRENT  OPERATING  AND  DESIGNATED  FUNDS 

Effective  July  1,  1997,  the  University  was  authorized  and  required  to  invest  excess  monies  in  the  General 
Operating  and  Designated  fund  groups.  The  general  fund  appropriation  was  reduced  by  the  projected  earnings 
on  these  funds.  Any  investment  earnings  in  excess  of  the  projected  amount  for  the  fiscal  year  were  to  be  used 
for  the  Montana  Tuition  Assistance  Program. 

Investment  earnings  from  all  campuses  of  The  University  of  Montana  were  pooled  and  distributed  to  The 
University  of  Montana  -  Missoula,  Montana  Tech,  Western  Montana  College  and  Helena  College  of 
Technology  based  on  the  legislative  reduction  of  the  general  fund  appropriation.  Earnings  in  excess  of  the 
required  amount  totaled  $  1 1 2, 1 20.  This  amount  was  distributed  to  the  four  campuses  based  on  actual  resident 
undergraduate  enrollment  for  FY98.  The  University  of  Montana  -  Missoula's  share  was  $76,445. 

INVESTMENT  REPORTING  AT  FAIR  VALUE 

Statement  #31  of  the  Governmental  Accounting  Standards  Board  requires  The  University  of  Montana  -  Missoula 
to  report  certain  investments  at  fair  value  on  the  balance  sheet.  Fair  value  is  the  amount  at  which  a  financial 
instrument  could  be  exchanged  in  a  current  transaction  between  willing  parties.  All  investment  income, 
including  changes  in  the  fair  value  of  investments,  is  reported  as  investment  income  in  the  financial  statements. 
GASB  statement  #31  is  effective  for  years  beginning  after  June  15,  1997.  Changes  to  investment  values  at 
June  30,  1997  are  included  as  prior  year  adjustments  on  the  Statement  of  Changes  in  Fund  Balance. 


3.  Assets 

Investments  -  Investments  at  June  30,  1998  consisted  of  the  following  at  fair  value: 


Investments  Held  by  the  State  of                       Investments  Held 
Montana  Board  of  Investments  By  Trustees 

Cash  Equivalents                                     $10,386,414  $29,175,958 
Stocks  and  Bonds                                         3, 1 87,568 

US  Government  Securities  614,770 

UM  Foundation  Pool  252,361 

Certificate  of  Deposit                                41,802 

$13,573,982  $30,084,891 

Cash  equivalents  consist  of  cash  invested  in  Guaranteed  Investment  Contracts  with  AIG  Funding 
Corporation  and  AMBAC  Capital  Funding  and  in  the  Short  Term  Investment  Pool  (STTP)  with  the 
Montana  Board  of  Investments.  Cash  equivalents  are  classified  as  Risk  Category  #1 . 
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STIP  investments  are  purchased  in  accordance  with  the  statutorily  mandated  "Prudent  Expert  Principle."  The 
STIP  portfolio  includes  asset-backed  securities,  banker's  acceptances,  certificates  of  deposit,  commercial 
paper,  corporate  and  government  securities,  repurchase  agreements  and  variable  rate  securities  to  provide 
diversification  and  a  competitive  rate  of  return.  Asset-backed  securities  are  collateralized  by  non-mortgage 
assets  pledged  by  the  issuer.  Asset-backed  securities  have  one  or  more  forms  of  credit  enhancement  to  raise 
the  quality  of  the  security. 

Stocks  and  bonds  consist  of  assets  held  in  the  Trust  Funds  Bond  Pool  (TFBP)  and  the  Montana  Stock  Pool 
(Montcomp)  administered  by  the  Montana  Board  of  Investments.  Montcomp  and  TFBP  investments  are 
purchased  in  accordance  with  the  statutorily  mandated  "Prudent  Expert  Principle." 

The  Montcomp  portfolio  includes  common  stock  and  convertible  equity  securities.  Common  stock  represents 
ownership  units  (shares)  of  a  public  corporation.  Common  stock  owners  are  entitled  to  vote  on  director 
selection  and  other  important  matters  as  well  as  receive  dividends  on  their  holdings.  Convertible  securities  are 
securities  carrying  the  right  to  exchange,  or  "convert"  the  instrument  for  other  securities  of  the  issuer  or  of 
another  issuer.  This  definition  most  often  applies  to  preferred  stocks  or  corporate  bonds  carrying  the  right  to 
exchange  for  a  fixed  number  of  shares  of  the  issuer's  common  stock. 

The  TFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S.  government  mortgage-backed, 
government  and  yankee  securities.  Corporate  asset-backed  securities  represent  debt  securities  collateralized  by 
a  pool  of  assets.  U.S.  government  mortgage-backed  securities  reflect  participation  in  a  pool  of  residential 
mortgages.  Government  securities  include  direct  and  indirect  obligations  of  the  U.S.  Treasury  and  state  and 
local  government  bonds.  Yankee  bonds  are  U.S.  dollar  denominated  securities  issued  by  foreign  corporations 
and  governments  and  U.S.  companies  issuing  debt  in  foreign  markets. 

The  University  of  Montana  Foundation  Pool  consists  of  certain  endowment  funds  held  in  a  common 
investment  pool  administered  by  the  UM  Foundation. 

Investments  are  carried  and  reported  at  fair  value  in  accordance  with  GASB  statement  #31  (see  note  #2).  The 
cost  basis  of  cash  equivalents  and  investments  held  by  the  State  of  Montana  Board  of  Investments  was 
$12,968,297.  The  cost  basis  of  cash  equivalents  and  investments  held  by  trustees  was  S29.932.646. 

All  current  earnings  (dividends  and  interest)  earned  by  Endowment  fund  investments  are  distributed  to  Current 
Restricted  Fund  accounts.  The  University  of  Montana  -  Missoula's  endowment  policy  limits  spending  to  5% 
of  the  principal  amount  and  any  excess  is  transferred  back  to  the  Endowment  fund  to  be  reinvested. 


Securities  Lending  Transactions  -  Under  the  provisions  of  state  statutes,  the  Board  of  Investments  has,  via  a 
Securities  Lending  Authorization  Agreement,  authorized  the  custodial  bank,  State  Street  Bank  and  Trust,  to 
lend  the  Board's  securities  to  broker-dealers  and  other  entities  with  a  simultaneous  agreement  to  return  the 
collateral  for  the  same  securities  in  the  future.  During  the  period  the  securities  are  on  loan,  the  Board  receives 
a  fee  and  the  custodial  bank  must  initially  receive  collateral  equal  to  102  percent  of  the  market  value  of  the 
loaned  securities  and  maintain  collateral  equal  to  not  less  than  100  percent  of  the  market  value  of  the  loaned 
security.  The  Board  retains  all  rights  and  risks  of  ownership  during  the  loan  period. 

During  fiscal  year  1998,  State  Street  Bank  lent,  on  behalf  of  the  Board,  certain  securities  held  by  State  Street  as 
custodian,  and  received  in  return,  U.S.  dollar  currency,  U.S.  Government  securities  and  irrevocable  bank  letters 
of  credit.  State  Street  does  not  have  the  ability  to  pledge  or  sell  collateral  securities  unless  the  borrower 
defaults. 

The  Board  did  not  impose  any  restrictions  during  fiscal  year  1998  on  the  amount  of  loans  that  State  Street 
made  on  its  behalf.  There  were  no  failures  by  any  borrowers  to  return  loaned  securities  or  pay  distributions 
thereon  during  fiscal  year  1998  and  there  were  no  losses  resulting  from  default  of  the  borrowers  or  State  Street. 
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During  fiscal  year  1998,  the  Board  and  the  borrowers  maintained  the  right  to  terminate  all  securities  lending 
transactions  on  demand.  The  cash  collateral  received  on  each  loan  was  invested,  together  with  the  cash 
collateral  of  other  qualified  plan  lenders,  in  a  collective  investment  pool,  the  Securities  Lending  Quality  Trust. 
The  relationship  between  the  average  maturities  of  the  investment  pool  and  the  Board's  loans  was  affected  by 
the  maturities  of  the  loans  made  by  other  plan  entities  that  invested  cash  collateral  in  the  collective  investment 
pool,  which  the  Board  could  not  determine.  On  June  30,  1998  the  board  had  no  credit  risk  exposure  to 
borrowers. 

Security  lending  cash  collateral  for  The  University  of  Montana  at  June  30,  1998  was  $952,280. 

Inventories  -  Inventories  are  comprised  of  consumable  supplies,  food  items  and  items  held  for  resale  or  recharge 
within  the  University.  The  larger  inventories  are  valued  using  the  moving  average  method.  Other  inventories 
are  valued  using  FIFO  or  specific  identification  methods. 

Loans  Receivable  -  The  loans  receivable  consist  of  two  types  of  loans:  short-term  and  long-term.  The  short-term 
loans  are  due  in  one  payment  30  to  90  days  from  the  date  borrowed.  The  long-term  loans  are  generally 
repayable  in  installments  to  the  University  over  a  one-year  to  ten-year  period  beginning  zero  to  twelve  months 
from  the  date  of  separation  from  the  University  (depending  on  loan  type).  Loans  receivable  from  students  bear 
interest  at  rates  ranging  from  0  to  1 2  percent. 

Plant  Assets  -  Plant  assets  are  stated  at  cost  when  purchased  or  constructed  or,  if  acquired  by  gift,  at  the  estimated 
fair  market  value  at  date  of  gift.  Intangible  assets  consist  of  computer  software  and  other  assets,  which  are 
amortized  on  a  straight-line  method  over  five  or  ten-year  periods.  The  value  reported  is  net  of  accumulated 
amortization.  Equipment  acquired  with  restricted  grants  and  contracts  is  recorded  as  an  addition  to  investment 
in  plant  at  the  time  of  purchase.  On  certain  grants  and  contracts,  title  to  equipment  purchased  is  vested  with 
the  grantor  or  contractor  until  completion  of  the  project  at  which  time  the  equipment  may  revert  to  the 
University. 

Governmental  Accounting  Standard  No.  8.  'Applicability  of  FASB  Statement  No.  93,  Recognition  of 
Depreciation  by  Not-for-Profit  Organizations  to  Certain  State  and  Local  Governmental  Entities,"  provides  that 
governmental  colleges  and  universities  should  not  change  their  accounting  and  reporting  for  depreciation  of 
capital  assets  as  a  result  of  FASB  Statement  No.  93.  Accordingly,  the  University  does  not  record  depreciation 
of  plant  assets. 

Property,  equipment  and  other  assets  at  June  30,  1998  consisted  of  the  following: 

Intangible  Assets                                                                    $  1,200,181 

Buildings  and  Improvements  165,810,062 

Furniture  and  Equipment  20,938,471 

Library  Books  and  Materials  33,257,623 

Land/Land  Improvements  12,171 ,405 

Construction  in  Progress  23,02 1 , 1 89 

Museum  and  Art  Collection  4,684,052 

Livestock  163,979 


Total  $  261,246,962 


In  1881,  the  University  became  the  beneficiary  of  a  46,709  acre  land  grant.  Under  provisions  of  the  grant, 
proceeds  from  the  sale  of  land  and  land  assets  must  be  reinvested  and  constitute,  along  with  the  balance  of 
unsold  land,  a  perpetual  trust  fund.  The  grant  is  administered  as  a  trust  by  the  State  Land  Board  which  holds 
title  and  has  the  authority  to  direct,  control,  lease,  exchange  and  sell  these  lands.  The  University,  as  a 
beneficiary,  does  not  have  title  to  the  assets  resulting  from  the  grant,  only  a  right  to  the  earnings  generated.  The 
University's  share  of  the  trust  earnings  were  $200,350  and  $170,258  in  fiscal  years  ended  June  30,  1998  and 
1 997,  respectively  and  are  reported  as  plant  fund  revenue. 
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4.  Liabilities 

Capital  Leases  -  The  University  has  future  minimum  lease  commitments  for  capital  lease  obligations  consisting  of 
the  following  at  June  30,  1998: 


Fiscal  Year 

Capital  Leases 

1999 

$ 

396,603 

2000 

122,271 

2001 

16,429 

Thereafter 

0 

it 

$ 

535.303 
24.695 

£ 

510,608 

Minimum  Lease  Payments 

Less:  Amount  Representing  Interest 

Present  Value  of  Net  Minimum 
Lease  Payments 


Bonds  Payable  -  The  revenue  bonds  disclosed  below  were  issued  pursuant  to  an  Indenture  of  Trust  between  the 
Board  of  Regents  of  Higher  Education  for  the  State  of  Montana  (on  behalf  of  The  University  of  Montana)  and 
U.  S.  Bank  Trust  National  Association.  The  bonds  are  secured  by  a  first  lien  on  the  combined  Pledged 
Revenues  of  the  four  campuses  of  The  University  of  Montana.  The  pledged  revenues  earned  at  each  campus 
are  cross-pledged  among  all  campuses  of  The  University  of  Montana.  Bonds  payable  recorded  in  the  financial 
statements  of  each  campus  reflect  the  liability  associated  with  the  bond  proceeds  deposited  into  the  accounts  of 
that  campus  and  do  not  necessarily  mean  that  the  debt  service  payments  on  that  liability  will  be  made  by  that 
campus. 

The  total  aggregate  principal  amount  originally  issued  pursuant  to  the  Indenture  of  Trust  and  the  various 
supplements  to  the  Indenture  tor  all  campuses  ot  The  University  of  Montana  was  $126,498,744.  The 
combined  principal  amount  outstanding  at  June  30,  1998  is  $  1 18,123,744. 

On  November  10,  1993,  The  University  of  Montana  -  Missoula  recorded  $47,095,000  in  Series  A  1993 
Revenue  bonds  (total  issuance  of  $48,050,000)  with  interest  rates  ranging  from  2.3  to  5.0  percent  to  advance 
refund  $15,383,643  of  outstanding  1985/1987  Series  A  and  B  Revenue  bonds  with  interest  rates  ranging  from 
6.0  to  9.75  percent.  Proceeds  of  $21,254,665,  together  with  certain  funds  and  monies  of  the  University,  were 
used  to  purchase  U.S.  government  securities.  Those  securities  were  deposited  in  an  irrevocable  trust  with  an 
escrow  agent  to  legally  defease  the  1985/1987  Series  A  and  B  bonds.  The  balance  of  the  proceeds,  together 
with  certain  funds  and  monies  of  the  University  provided  funds  for  the  acquisition,  construction,  repair, 
replacement,  renovation  and  improvement  of  certain  facilities  and  properties  at  the  University. 

On  January  5,  1995,  The  University  of  Montana  -  Missoula  recorded  $6,520,000  in  Series  B  1995  Revenue 
Bonds  (total  issuance  of  $7,556,463)  with  interest  ranging  from  4.6  to  6.95  percent.  On  Decmber  14,  1995, 
the  University  recorded  $25,041,752  in  Series  C  1995  Revenue  Bonds  (total  issuance  of  $34,406,780)  with 
interest  ranging  from  3.8  to  5.375  percent.  On  November  15,  1996,  the  University  recorded  $15,950,501  in 
Series  D  1996  Revenue  Bonds  (total  issuance  of  $25,815,501 )  with  interest  ranging  from  4.0  to  5.75  percent. 
On  June  26,  1998,  the  University  recorded  $8,645,000  in  Series  E  1998  Revenue  Bonds  (total  issuance  of 
$10,670,000)  with  interest  ranging  from  3.75  to  5.00  percent.  The  University's  share  of  proceeds  from  these 
four  issues  provided  funds  for  the  acquisition,  construction,  repair,  replacement,  renovation  and  improvement 
of  certain  facilities  and  properties  at  the  University. 
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Included  in  the  Series  D  proceeds  was  $7,000,000  for  classroom  and  laboratory  renovation  at  all  campuses  for 
which  The  University  of  Montana  -  Missoula  has  administrative  oversight.  Beginning  in  FY98,  a  student  fee 
for  academic  facilities  was  collected  on  all  campuses  and  remitted  to  the  Missoula  campus  for  debt  service  on 
the  $7,000,000. 


Revenue  Bonds  Payable  -  As  of  June  30,  1998,  annual  principal  payments  are  as  follows: 


Principal 

$1,605,000 

1,665,000 

1,730,000 

1,800,000 

34,230,000 

$41,030,000 

(1,027,802) 


Series  A  1993 

Fiscal 

Interest  Rate 

Year 

1999 

3.75  -  3.80% 

2000 

3.80  -  4.00% 

2001 

4.00-4.10% 

2002 

4.10-4.20% 

2003+ 

4.20  -  5.00% 

Total 
Less  Unamortized  Discount 


Total  1993  A  Bonds  Payable 

$40,002,198 

Series B  1995 

Fiscal 

Year 

Interest  Rate 

Principal 

1999 

5.20-5.40% 

$295,000 

2000 

5.40-5.503 

300.000 

2001 

5.50-5.60% 

325.000 

2002 

5.60-5.70% 

335,000 

2003+ 

5.70-6.65% 
Total  1995  B  Bonds  Payable 

4,480,000 

$5,735,000 

Series  C  1995 

Fiscal 

Year 

Interest  Rate 

Principal 

1999 

4.10-4.20% 

$403,742 

2000 

4.20  -  4.30% 

432,929 

2001 

4.30  -  4.375% 

447,522 

2002 

4.375  -  4.50% 

466,979 

2003+ 

4.50  -  5.375% 

23,091,141 

$24,842,313 

Less  Unamortized  Discount 

(895,367) 

Total  C  Bonds  Payable 

$23,946,946 
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Series  D  1996 

Fiscal 

Year 

Interest  Rate 

Principal 

1999 

4.20% 

$540,000 

2000 

4.40% 

560,000 

2001 

4.50% 

585,000 

2002 

4.65% 

610,000 

2003+ 

4.70-5.75% 

13,385,501 

Less  Unamortized  Discount 


$15,680,501 
(177,598) 


Total  D  Bonds  Payable 

$15,502,903 

Series E 1998 

Fiscal 

Year 

Interest  Rate 

Principal 

1999 

3.75% 

$0 

2000 

3.90% 

60,000 

2001 

4.00% 

330,000 

2002 

4.10% 

345,000 

2003+ 

4.15-5.00% 

7.910,000 

Less  Unamortized  Discount 
Total  E  Bonds  Payable 


$8,645,000 

(30.200) 

$8.6 14.800 


In  prior  years,  the  University  defeased  certain  bond  issues  by  placing  proceeds  of  new  bonds  in  an  irrevocable 
trust.  The  proceeds,  together  with  interest  earned  thereon,  will  be  sufficient  for  future  debt  service  payments 
on  the  refunded  issues.  Accordingly,  the  trust  account  assets  and  the  liability  for  the  defeased  bonds  are  not 
included  in  the  University's  financial  statements.  As  of  June  30,  1998,  $6,350,000  of  bonds  outstanding  is 
considered  defeased. 


Notes  Payable  -    On  June  30,  1998,  The  University  of  Montana  was  indebted  for  long-term  notes  payable  as 
follows: 

Interest  Principal 

Description Rate Maturity  Date Outstanding 

University  Center  Bookstore 
Intercap  -  College  of  Technology 
Intercap  -  KUFM  TV 
Intercap  -  Printing  Services 
Intercap  -  Lubrecht  Forest 
Intercap  -  Mansfield  Library 
Intercap  -  Telecommunications 
Intercap  -  Bio  Station 
Mortgages 

Total  Notes  Payable 

Less  -  Current  Maturities 


Variable 

June  30,  2005 

$    500,000 

Variable 

February  20,  1999 

20,696 

Variable 

February  15,2007 

436,792 

Variable 

February  15,2000 

35,464 

Variable 

August  15,2008 

173,389 

Variable 

August  15,2002 

107,060 

Variable 

February  15,2001 

110,579 

Variable 

August  15,2002 

20,669 

8.50% 

June  15,2017 

275.407 

Total  Long-term  Notes  Payable 
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1,680,056 


142.770 
$1.537.286 


Compensated  Leave  -  Eligible  University  employees  earn  8  hours  sick  and  10  hours  annual  leave  for  each  month 
worked.  The  accrual  rate  for  annual  leave  increases  with  longevity.  Eligible  employees  may  accumulate 
annual  leave  up  to  twice  their  annual  accrual.  Sick  leave  may  accumulate  without  limitation.  Twenty-five 
percent  of  accumulated  sick  leave  earned  after  July  1,  1971  and  100  percent  of  accumulated  annual  leave,  if 
not  used  during  employment,  is  paid  upon  termination.  Sick  and  annual  leave  expense  includes  an  increase  of 
$543,981  in  estimated  compensated  leave  liability. 

5.  Commitments 

The  accrual  basis  of  accounting  provides  that  expenditures  include  only  amounts  associated  with  goods  and 
services  received  and  that  liabilities  include  only  the  unpaid  amounts  associated  with  such  expenditures. 
Accordingly,  approximately  $304,321  of  outstanding  purchase  orders  and  purchase  commitments  as  of  June 
30,  1998  is  not  reported  in  the  accompanying  financial  statements. 

As  of  June  30  1998,  the  University  has  initiated  construction  of  the  following  major  capital  projects: 


Project 


Budget 
as  of 

6/30/98 


Total 
Expenditures 
as  of  6/30/98 


Funding  Source 


Davidson  Honors  College  $2,000,000 

Business  Administration  15.892.800 

Building 

Family  Housing  Community  300.000 

Center 

Prescott  House/Grounds  235.000 

Lodge  Renovation  3.950.000 

Lubrecht  Residence  Complex  872.257 

Student  Health  Renovation  3, 148. 1 3 1 

Law  School  Basement  722,729 

Residence  Life  Cabling  System  742,391 

Adams  Field  House  1 4,93 1 ,022 

Continuing  Education/Printing  4,375,000 

Facility 

Family  Housing  Complex  Phil  3,338,700 

University  Theater  Renovation  2.000,000 

Parking  Structure  1 ,000,000 

Chemistry  Stores  450,000 

Soccer  Field  B  leachers  1 50,000 

Biotech  Lab  497,000 

■  Family  Housing  Parking  Lot  1 80,000 

Repair 

Electronic  Security  Access  1 39,244 

Residence  Halls 

Dornblaser  Sports  Complex  1 25 ,000 

Knowles  Hall  Life  Safety  375.000 

Renovation 

Research  Facility  1 ,400,000 

Replace  Boilers  University  Village  200,000 

Moot  Court  Law  School  225,000 

Renovation 

Pharmacy  Addition  &  10,460.000 

Renovation 


5 1, 985,565  Private  Donation 

15.795.926  Private  Donation  &  State  Funds 

296.329  Auxiliaries 

235.000  1993  A  &  1995  C  Revenue  Bonds 

3.785.323  1995  B  .  1995  C  Revenue  Bonds 

872.257  1 995  B  Revenue  Bonds 

3.148,131  1 995  B  Revenue  Bonds  &  Auxiliaries 

717.382  Private  Donation 

707.036  Auxiliaries 

3,099,409  1 995  C  &  1 996  D  Revenue  Bonds 

4, 1 1 2,999  1 995  C  Revenue  Bonds 

3,279,90 1  1 995  C  Revenue  Bonds 

1 ,989,776  1 995  C  Revenue  Bonds 

1 ,000,000  1 995  C  Revenue  Bonds 

442, 151  1 995  B  Revenue  Bonds 

147.986  Private  Donations 

46 1 . 1 74  Indirect  Cost  Recovery 

157,917  Auxiliaries 

133,673  Auxiliaries 

120,926  Private  Donation  &  Student  Building  Fees 

3 1 8,69 1  1 993  A  Revenue  Bonds 

74.06 1  1 995  B  &  C  Revenue  Bonds 

1 79, 1 45  1 995  C  Revenue  Bonds 

224.086  Private  Donation 

706,04 1  Private  Donation  &  State  Funds 
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124,000 

68,473 

1996  D  Revenue  Bonds 

7,240,290 

1,584,077 

1996  D  Revenue  Bonds 

120,000 

78,931 

1995  C  Revenue  Bonds 

130.040 

84 

1995  C  Revenue  Bonds 

$75,323,604 

$45,722,450 

Met  Net  Lab  Relocation 
Classroom/Laboratory 

Renovations 
University  Village  Office 

Addition/Renovation 
Elliott  Village  Roof  Replacement 

Total 

6.  Federal  Aid  Fees 

The  University  assesses  a  fee  to  cover  administrative  costs  of  the  Federal  Perkins  Loan  Fund  and  federal  student 
aid  programs.  Federal  regulations  permit  the  entire  fee  to  be  charged  to  a  single  program  or  distributed 
equally,  or  unequally,  to  the  various  programs  at  the  University's  option.  Administrative  costs  charged  to 
federal  financial  aid  programs  for  the  fiscal  years  ended  June  30,  1998  and  1997  were  $165,542  and  $172,919, 
respectively. 


7.  Retirement  Plans 

Full-time  employees  of  The  University  of  Montana  are  all  members  of  the  Public  Employees  Retirement  System 
(PERS),  Teachers'  Retirement  System  (TRS)  or  the  Optional  Retirement  Program  (ORP)  as  described  below. 
Only  faculty  and  administrators  with  contracts  under  the  authority  of  the  Board  of  Regents  are  enrolled  under 
TRS  or  ORP.    Beginning  July  1,  1993,  state  legislation  required  all  new  faculty  and  administrators  with 
contracts  under  the  authority  of  the  Board  of  Regents  to  enroll  in  ORP. 

PERS  and  TRS 

PERS  and  TRS  are  statewide,  cost-sharing,  multiple  employer  defined  benefit  retirement  plans.  The  plans  are 
established  under  State  law  and  are  administered  by  the  State  of  Montana.  The  plans  provide  retirement, 
disability,  and  death  benefits  to  plan  members  and  beneficiaries.  PERS.  a  mandatory  system  established  by  the 
State  in  1945,  provides  retirement  services  to  substantially  all  public  employees. 

TRS,  established  in  1937,  provides  retirement  services  to  all  persons  employed  as  teachers  or  professional 
staff  of  any  public  elementary  or  secondary  school,  or  unit  of  the  University  System. 

Contribution  rates  for  the  plan  are  required  and  determined  by  State  law.  The  contribution  rates  for  1998, 
expressed  as  a  percentage  of  covered  payroll  are  as  follows: 

Employee  Employer 

PERS  6.80%  6.80% 

TRS  7.04%  7.47% 

The  amounts  contributed  to  the  plan  during  years  ending  June  30,  1996,  1997,  and  1998  were  equal  to  the 
required  contribution  each  year.  The  amounts  contributed  were  as  follows: 

FY  1996  FY  1997  FY  1998 

PERS- Employer  $1,359,635  $1,357,478  $1,564,587 

Employee  $1,359,636  $1,357,555  $1,564,572 

TRS -Employer  $1,486,044  $1,389,805  $1,519,708 

Employee  $1,401,206  $1,310,557  $1,433,575 
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The  plans   issue   publicly   available   annual   reports  that   include   financial   statements   and   required 
supplemental  information.  The  reports  may  be  obtained  from  the  following: 


Public  Employees'  Retirement  Division 

P.O.  Box  200131 

1712  Ninth  Avenue 

Helena,  Montana  59620-0131 

(406)444-3154 


ORP 


ORP  was  established  in  1988  and  is  underwritten  by  the  Teachers'  Insurance  and  Annuity  Association  -  College 
Retirement  Equities  Fund  (TIAA-CREF).  The  ORP  is  a  defined  contribution  plan.  Contribution  rates  for  the 
plan  are  required  and  determined  by  State  law.  The  University's  contributions  were  equal  to  the  required 
contribution.  The  benefits  at  retirement  depend  upon  the  amount  of  contributions,  amounts  of  investment 
gains  and  losses  and  the  employee's  life  expectancy  at  retirement.  Under  the  ORP,  each  employee  enters  into 
an  individual  contract  with  TIAA-CREF  The  University  of  Montana  records  employee/employer 
contributions  and  remits  monies  to  TIAA-CREF.  Individuals  are  immediately  vested  with  contributions. 


Contributions  to  ORP  for  fiscal  year  1998  are  as  follows: 

ORP 
(TIAA-CREF) 

Covered  Payroll  $  1 9, 1 75,986 

Employer  Contributions  $95 1 .348 

Percent  of  Covered  Payroll  4.969J- 

Employee  Contributions  $  1 ,350,888 

Percent  of  Covered  Pavroll  7.049f 


In  addition,  a  total  of  $539,503  or  2.810  percent  was  contributed  to  TRS  from  ORP  employer  contributions 
to  amortize  past  service  unfunded  liability  in  accordance  with  state  law. 


Annual  reports  that  include  financial  statements  and  required  supplemental  information  on  the  plan  are 
available  from: 

TIAA-CREF 

730  Third  Avenue 

New  York,  New  York  10017-3206 

1-800-842-2733 


8.  Contingencies 

The  University  is  a  defendant  in  several  legal  actions.  While  the  outcome  cannot  be  determined  at  this  time, 
management  is  of  the  opinion  that  the  liability,  if  any,  from  these  actions  will  not  have  a  material  effect  on  the 
University's  financial  position. 

Funds  provided  to  the  University  and  accounted  for  in  the  current  restricted  funds  and  student  loan  funds  are 
subject  to  review  and  audit  by  cognizant  agencies.  The  University  does  not  expect  any  material  adjustments  or 
repayments  to  result  from  such  audits. 
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Although  the  University  is  exempt  from  federal  income  tax  as  an  instrumentality  of  the  State  of  Montana,  certain 
income  may  be  considered  unrelated  business  income  by  the  Internal  Revenue  Service.  The  Montana 
University  System  files  appropriate  tax  returns  with  the  IRS  to  report  such  income.  Because  the  tax  liability  for 
the  System  as  a  whole  is  not  material,  no  provision  is  recorded  in  the  accompanying  financial  statement. 

9.  Affiliated  Organizations 

The  University  of  Montana  is  a  component  unit  of  the  State  of  Montana.  These  financial  statements  include  only 
the  activities,  funds  and  accounts  of  the  University.  Private  nonprofit  organizations  affiliated  with  the 
University  include  The  University  of  Montana  Foundation,  the  Grizzly  Athletic  Association,  and  The 
University  of  Montana  Alumni  Association.  The  foundation  and  associations  operate  exclusively  for  the 
purposes  of  encouraging,  promoting  and  supporting  educational  programs,  research,  scholarly  pursuits  and 
athletics  at,  or  in  connection  with,  the  University.  In  fiscal  years  1998  and  1997,  respectively,  $5,569,559  and 
$5,264,387  was  transferred  to/expended  for  the  University  for  scholarships  and  academic/institutional  support 
from  the  foundation  and  $545,442  and  $793,385  was  transferred  for  scholarships  and  construction  projects 
from  the  Grizzly  Athletic  Association.  In  exchange,  the  University  provides  the  foundation  with  office  space 
and  an  annually  contracted  fee;  and  the  associations  with  office  space,  staff  and  some  related  office  expenses. 

During  fiscal  years  1998  and  1997,  respectively,  The  University  of  Montana  -  Missoula  transferred  $51,663  and 
$168,000  to  Western  Montana  College. 


10.  Year  2000  Disclosure 

The  Year  2000  (Y2K)  issue  is  the  result  of  shortcomings  in  many  electronic  data  processing  systems  and  other 
electronic  equipment  that  may  adversely  affect  the  operations  of  The  University  of  Montana  beginning  in  the 
year  1999.  The  problem  is  that  many  computer  programs  use  only  the  last  two  digits  when  referring  to  a  year. 
Many  programs  will  not  be  able  to  distinguish  between  the  year  20(X)  and  the  year  1900.  This  may  cause 
inaccurate  processing  of  information  or  a  complete  halt  to  processing. 

The  campuses  of  the  University  of  Montana  have  been  addressing  the  Y2K  issue  for  the  last  2  years.  The 
major  administrative  support  systems  have  been  replaced  or  upgraded  or  are  in  the  process  of  being  replaced  or 
upgraded  to  systems  that  are  Year  2000  compliant.  These  systems  include  Finance  (purchasing,  payables  and 
accounting),  Human  Resource  (personnel  and  payroll)  and  Student  (billing,  financial  aid,  admissions  and 
registrar). 

The  University  of  Montana  does  not  anticipate  any  disruption  of  services  as  a  result  of  non-compliant  internal 
systems.    However,  because  of  the  unprecedented  nature  of  the  Y2K  issue  and  the  interaction  with  and 
dependence  on  third  parties,  the  effects  of  and  the  success  of  remediation  efforts  will  not  be  fully  determinable 
until  fiscal  year  2000  and  thereafter. 
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LEGISLATIVE  AUDIT  DIVISION 


:ott  A.  Seacat,  Legislative  Auditor 

>hn  W.  Northey,  Legal  Counsel 

ori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Balance  Sheet  of  Montana  Tech  of  The  University  of  Montana,  a 
component  unit  of  the  state  of  Montana,  as  of  June  30,  1998,  and  the  related  Statements  of  Changes  in  Fund 
Balance  and  Statements  of  Current  Funds  Revenues,  Expenditures  and  Other  Changes  for  each  of  the  two 
fiscal  years  ended  June  30,  1997  and  1998.  The  information  contained  in  these  financial  statements  is  the 
responsibility  of  the  university's  management.  Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards    Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are 
free  of  material  misstatement    An  audit  includes  examining,  on  a  lest  basis,  evidence  supporting  the  amounts 
and  disclosures  in  the  financial  statements    An  audit  also  includes  assessing  the  accounting  principles  used 
and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement 
presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the  financial 
position  of  Montana  Tech  of  The  University  of  Montana  as  of  June  30,  1998,  and  the  changes  in  fund 
balances  and  the  current  funds  revenues,  expenditures  and  other  changes  for  each  of  the  two  fiscal  years  then 
ended  in  conformity  with  generally  accepted  accounting  principles. 

As  discussed  in  notes  1  and  2  to  the  financial  statements,  Montana  Tech  of  The  University  of  Montana 
changed  its  capitalization  limit  for  fixed  assets,  invested  excess  monies  in  the  General  Operating  and 
Designated  Funds,  and  implemented  GASB  Statement  No.  3 1  in  fiscal  year  1997-98. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 

November  5,  1998 


Room  135,  State  Capitol  Building, 'PO  Box  201705    Helena  MT  59620-1705 
Phone  (406)  444-3122    FAX  (406)  444-9784      E-Mail  lad@state.mt.us 
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MONTANA  TECH  OF  THE  UNIVERSITY  OF  MONTANA 

BALANCE  SHEET 
June  30,  1998 


ASSETS: 

CASH  ON  HAND  AND  IN  BANK 

CASH  ON  DEPOSIT  WITH  STATE  TREASURER 


CURRENT  FUNDS 


UNRESTRICTED 

GENERAL 

OPERATING 


DESIGNATED  RESTRICTED 


48,096 
492,827 


184,734 


263,199 


AUXILIARIES 


120,048 


RECEIVABLES; 
STUDENT  LOANS  RECEIVABLE 
ACCOUNTS  RECEIVABLE 
ACCRUED  INTEREST  RECEIVABLE 
LESS  ALLOWANCE  FOR  DOUBTFUL  LOANS 

TOTAL  RECEIVABLES 


224,055 


224,055 


46,830 


1,176,439 


46,830 


1,176,439 


46,739 


46,739 


INVESTMENTS: 

HELD  BY  TRUSTEES 

STATE  OF  MONTANA  SHORT-TERM 
INVESTMENT  POOL/MONTCOMP 
SECURITY  LENDING  CASH  COLLATERAL 

TOTAL  INVESTMENTS 

OTHER  ASSETS: 
UNAMORTIZED  BOND  ISSUE  COSTS 
DISCOUNT  ON  BONDS  PAYABLE 
PREPAID  COSTS  AND  ADVANCES 
INVENTORIES 

TOTAL  OTHER  ASSETS 

DUE  FROMfTO)  OTHER  FUNDS 

INTER-ENTITY  LOAN 


499.660 
33,463 


533,123 


58,741 

87,463 
5,857 


152,061 


55,807 
3,737 


59,544 


150,434 

4.260 

- 

1.490 

61,777 

15,852 

- 

384,747 

212J211 

20,112 

0 

386,237 

(452.264) 

(66  559) 

(236.697) 

(26,319) 

600.000 

. 

(600.000) 

. 

PROPERTY,  PLANT  *  EQUIPMENT: 

LAND 

BUILDINGS 

CONSTRUCTION  WORK  IN  PROGRESS 

IMPROVEMENTS 

EQUIPMENT 

UBRARY  BOOKS 

INTANGIBLE  ASSETS 

MUSEUM  &  ART  COLLECTION 

TOTAL  PROPERTY,  PLANT  AND  EQUIP. 

TOTAL  ASSETS 


1,124,925 


718,240 


755,002 


586,249 


LIABILITIES; 


ACCOUNTS  PAYABLE  AND 

ACCRUED  LIABILITIES 
COMPENSATED  ABSENCES 
EARLY  RETIREMENT  PLANS  PAYABLE 
ACCRUED  BOND  INTEREST  PAYABLE 
OTHER  LIABILITIES  AND  DEPOSITS 
DEFERRED  REVENUES 
LONG  TERM  LEASE  PAYMENT 
SECURITIES  LENDING  OBLIGATIONS 
PREMIUM  ON  BONDS  PAYABLE 
BONDS  PAYABLE 

TOTAL  LIABILITIES 

FUND  BALANCES 

UNEXPENDED 
RENEWAL  AND  REPLACEMENT 

TOTAL  LIABILITIES  &  FUND  BALANCES 


SEE  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  AND  NOTES  TO  FINANCIAL  STATEMENTS 
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756,725 

130,527 

44,682 

27,684 

1 ,901 ,088 

146,143 

- 

27,360 

164,516 

- 

- 

- 

. 

- 

- 

25.144 

261 ,525 

36,697 

391,461 

8,670 

- 

33,463 

5,857 

3,737 

3,083,854 

346,830 

442,000 

92,595 

(1 ,958,929) 

371,410 

313,002 

493,654 

1,124,925 

718,240 

755,002 

586,249 

ENDOWMENT 
FUNDS 

AGENCY 
FUNDS 

PLANT  FUNDS 

STUDENT 
LOAN  FUNDS 

RETIREMENT 
OF 
UNEXPENDED               INDEBTEDNESS 

INVESTMENT 
IN  PLANT 

653 
18,208 

1,179 

191,508 

1                                            2 
128,313                                      7,549 

- 

978,015 

407 
(2.485) 


62,171 
59,108 


658 


975,937 


121,279 


658 


541,963 
20,368 


548,969 

375,500 
25,148 


7,646,568 

295,709 
19,806 


138,060 


562,331 


949,617 


7,062,083 


136,060 


65 


9.355 


281.707 
58,300 


(435) 


0 

802.125 


9,355 

(16.806) 


340,007 

(3.045) 


2.824,130 


1.211.857 

30,887,226 

4,947.804 

3.225,988 

10,153,392 

1,315.291 

1,405,482 

341,875 


0 

0 

0 

2,824,130 

0 

53,488,915 

■1, 558,779 

950T796 

993.633 

11,028,355 

483.231 

53.488,915 

962,145 


20,825 


20,368 


25,148 


31,488 


- 

333,486 

- 

18,002 

4,504 

- 

- 

- 

33,477 

19,806 

- 

- 

- 

21,216 

- 

8,334,121 

445,731 

5,276,928 

20#68 

25,148 

993,633 

8,392,754 

804.937 

5,310,405 

1,536,411 

925,648 

- 

2,490,412 
145,189 

(321,706) 

48.178,510 

1,556,779 

950,796 

993,633 

11,028,355 

483,231 

53,488,915 
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MONTANA  TECH  OF  THE  UN(VERSrTY  OF  MONTANA 
STATEMENT  OF  CHANGES  IN  FUND  BALANCES 
FOR  THE  YEAR  ENDED  JUNE  30,  1998 


CURRENT  FUNDS 


UNRESTRICTED 

GENERAL 

OPERATING 


DESIGNATED 


RESTRICTED 


AUXILIARIES 


REVENUES  AND  OTHER  ADDITIONS: 
CURRENT  FUND  REVENUES  - 

COLLEGE 

BUREAU  OF  MINES 
LAND  GRANT  INCOME 
RESTRICTED  STUDENT  FEES 
STATE  APPROPRIATION 
FEDERAL  CONTRIBUTIONS 
INVESTMENT  INCOME 
SECURITY  LENDING  INCOME 
INTEREST  ON  LOANS 
EXPENDED  FOR  PLANT 

FACILITIES 
PRIVATE  GIFTS  &  DONATIONS 
OTHER 
DECREASE  IN  INDEBTEDNESS 

TOTAL  REVENUES  &  OTHER  ADDfTIONS 

EXPENDITURES  AND  OTHER 
DEDUCTIONS: 

CURRENT  FUNDS  EXPENDITURES  - 

GENERAL 

BUREAU  OF  MINES 
INDIRECT  COST  RECOVERIES 
COMPENSATED  ABSENCES  EARLY  RETIREMENT 
LOAN  CANCELLATIONS.CLCTN  CSTS  & 

BAD  DEBT  EXPENSES 
EXPENDED  FOR  PLANT  FACILITIES 
SECURITY  LENDING  EXPENSE 
RETIREMENT  OF  INDEBTEDNESS 
INTEREST  ON  INDEBTEDNESS 
DISPOSAL  OF  PLANT  FACILITIES 
OTHER  EXPENDITURES 

TOTAL  EXPENDITURES  AND 
OTHER  DEDUCTIONS 

TRANSFERS  AMONG  FUNDS  - 

ADDITIONS  (DEDUCTIONS) 
MANDATORY: 

PRINCIPAL  &  INTEREST 

UNEXPENDED  PLANT 
NON-MANDATORY: 

OTHER 

UNEXPENDED/RENEWAL  &  REPLACEMENT 

MOVE  EQUITY  TO  NIIP 

TOTAL  TRANSFERS 

NET  INCREASE  {DECREASE)  M 
FUND  BALANCES 

FUND  BALANCE.  BEG.  OF  YEAR 
PRIOR  YEAR  ADJUSTMENTS 

FUND  BALANCE  BEG  OF  YEAR  RESTATED 
FUND  BALANCE  AT  END  OF  YEAR 
FUND  BALANCE  CONSISTS  OF; 

UNRESTRICTED  - 

GENERAL 

BUREAU  OF  MINES 

COMPENSATED  ABSENCES 

OTHER 

FUNDS  FUNCTIONING  AS 

ENDOWMENT-UNRESTRICTED 
RESTRICTED  -  GENERAL 
NET  INVESTMENT  IN  PLANT 

TOTAL  FUND  BALANCES 


^.'.■y.-  : x  :  ::.-iv:-::-:: 


13.881,679 
1,851,590 


15,733,269 


13.992.439 
1 .855.250 


52.484 


15.800,173 


(166.904} 

(1.792,025) 


(1 ,792,025) 


(1,958,925) 


(1 ,958,929) 


SEE  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POUCIES  AND  NOTES  TO  FINANCIAL  STATEMENTS 
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2.428,746 


3,565 
163 


2,432,474 


2.407.194 
201,397 

13.665 


58 


2,622,415 


4.617 
(174.000) 


{169,333) 


(359,324) 

730,734 


730,734 


371,410 


7.728 

517,553 

48,224 

- 

(1.901,088) 

(146,143) 

(113,793) 

- 

371,410 


7.098.724 


24.983 
1.183 


7*124,890 


7.085.467 


1.156 


7,086,623 


38.287 

274,735 


274,735 


313,002 


313,002 


313,002 


2,352,071 


4,377 
200 


2,356,648 


2.278.693 


(2.130) 


195 


2,276,758 


(100.000) 


(100.000) 


(20/110) 

513.764 


513,764 


493,654 


521.014 
(27,360) 


493,654 


PLANT  FUNDS 


STUDENT 
LOAN  FUND 


ENDOWMENT 
FUND 


UNEXPENDED 


RETIREMENT 

OF 

INDEBTEDNESS 


INVESTMENT 
IN  PLANT 


61,482 

69,318 

1,487 

18.722 


553,925 
379,369 
3,237,325 
616.099 
438.417 
2.005 


22,938 
20.081 


22.412 


1.175 


128.628 
37.284 


1,088 


5,468,737 
61.935 


421,123 


173,421 


1,175 


5.593,052 


44,107 


5,951,795 


(2.362) 
1.429 


4.973  490 
1.953 


350.000 

647289 


553  481 


{933) 


4,975,443 


1.012.084 


553,461 


(628.655) 
100.000 


628.655 


(4.617) 


■ 

174.000 

226.503 

(226,503) 

<4,617) 

0 

(354,655) 

8S5,1S8 

{226,503) 

169.737 


1.175 


282,954 


{112.619) 


5,171,811 


1.170.530 
196.144 

924.473 

2.372.647 

(208.887) 

48.813.317 
(5.806.618) 

1,366,874 

924.473 

2,372,647 

{206.887) 

43,006,899 

1,536,411 

925,648 

2,635,601 

(321.706) 

48.178,510 

83.045 


18.000 


427.381 


1 ,453,366 


548.969 
358.679 


2,208,220 


(321,706) 


48,178,510 


1,836,411 


925,648 


2,635,601 


{321,706) 


48,178,510 
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MONTANA  TECH  OF  THE  UNIVERSITY  OF  MONTANA 
STATEMENT  OF  CHANGES  IN  FUND  BALANCES 
FOR  THE  YEAR  ENDED  JUNE  30.  1997 


CURRENT  FUNDS 


UNRESTRICTED 

GENERAL 

OPERATING 


DESIGNATED  RESTRICTED 


AUXILIARIES 


REVENUES  AND  OTHER  ADOmONS; 
CURRENT  FUND  REVENUES  - 

COLLEGE 

BUREAU  OF  MINES 
LAND  GRANT  INCOME 
RESTRICTED  STUDENT  FEES 
STATE  APPROPRIATION 
FEDERAL  CONTRIBUTIONS 
INVESTMENT  INCOME 
SECURITY  LENDING  INCOME 
INTEREST  ON  LOANS 
EXPENDED  FOR  PLANT 

FACILITIES 
PRIVATE  GIFTS  &  DONATIONS 
OTHER 
DECREASE  IN  INDEBTEDNESS 

TOTAL  REVENUES  &  OTHER  ADDITIONS 


13,816,699 
1,912,213 


2,367.463 


3.559 
252 


6,546,196 


24,799 
1.757 


2,329,083 


3,848 
273 


16,728^12 


2,371,274 


5,572,752 


2,333,204 


EXPENDITURES  AND  OTHER 
OEDUCTJONSt 

CURRENT  FUNDS  EXPENDITURES  - 
GENERAL 
BUREAU  OF  MINES 

INDIRECT  COST  RECOVERIES 

COMPENSATED  ABSENCES  EARLY  RETIREMENT 

LOAN  CANCELLATIONS.CLCTN  CSTS  & 
BAD  DEBT  EXPENSES 

EXPENDED  FOR  PLANT  FACHJTIES 

SECURITY  LENDING  EXPENSE 

RETIREMENT  OF  INDEBTEDNESS 

INTEREST  ON  INDEBTEDNESS 

INCREASE  IN  INDEBTEDNESS 

DISPOSAL  OF  PLANT  FACILITIES 

OTHER  EXPENDITURES 
TOTAL  EXPENDITURES  ANO 
OTHER  DEDUCTIONS 


13,958,487 
1,943,934 

124,305 


1.654,186 
140.495 

20.706 


239 


6.538.803 


2.264.744 


3.381 


1.662 


258 


16,026,726 


1,815,626 


6,540,485 


2,268,383 


TRANSFERS  AMONG  FUNDS  - 

ADDITIONS  (DEDUCTIONS) 
MANDATORY: 

PRINCIPAL  &  INTEREST 
UNEXPENDED  PLANT 
NON-MANDATORY: 
OTHER 

UNEXPENDED/RENEWAL  &  REPLACEMENT 
MOVE  EQUITY  TO  NIIP 
TOTAL  TRANSFERS 


4.442 
(386.000) 


(381,558) 


(100,000) 


(lOfrOOO) 


NET  INCREASE  (DECREASE)  IN 
FUND  BALANCES 

FUND  BALANCE,  BEG  OF  YEAR 
PRIOR  YEAR  ADJUSTMENTS 
FUND  BALANCE  BEG  OF  YEAR  RESTATED 
FUND  BALANCE  AT  END  OF  YEAR 
FUND  BALANCE  CONSISTS  OP; 
UNRESTRICTED  - 
GENERAL 
BUREAU  OF  MINES 
COMPENSATED  ABSENCES 
OTHER 
FUNDS  FUNCTIONING  AS 

ENDOWMENT-UNRESTRICTED 
RESTRICTED  -  GENERAL 
NET  INVESTMENT  IN  PLANT 
TOTAL  FUND  BALANCES 


(297,814) 


(1,494,211) 


103,190 

51,884 

(1 ,825,725) 

(121,374) 


(1,792,025) 


174.090 


556,644 


32,267 
242.448 


863.212 


(132,478) 


274,735 


SEE  SUMMARY  OF.  SIGNIFICANT  ACCOUNTING  POLICIES  AND  NOTES  TO  FINANCIAL  STATEMENTS 
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(35,179) 
548.943 


(1,494,211) 

856,644 

242,445 

546,943 

274,735 

513,764 

543,254 
(29,490) 


313.764 


PLANT  FUNDS 


STUDENT 
LOAN  FUND 


ENDOWMENT 
FUND 


UNEXPENDED 


RETIREMENT 

OF 

INDEBTEDNESS 


INVESTMENT 
IN  PLANT 


35,770 

14,648 

1,902 

16,111 


488,772 
339,951 
475,593 
163,901 
431,325 
2,511 


22.938 
16,291 


13,558 


550 


280,465 
62,41 1 


1,088 


1,608,381 
581,991 

374,076 


81,98? 


550 


.3,244,92? 


40,3*7 


2,564,448 


1.140 
1.778 


1.599.547 
2.376 


310000 
631.805 


14.803 


72.051 
354.604 


2,918 


1,601,923 


956.608 


426,655 


(625,648) 
100,000 


625.648 


(4,442) 


386,000 


126,778 


(126,778) 


(4,442) 


(13S.B48) 


752,426 


(136778) 


74,829 

892,118 
203,783 


S50 
923,923 


503,388 
1 ,869,289 


(163,865) 
(45,022) 


2,011,015 
46,802,302 


1,095,901 


923,923 


1,869,289 


(4S.022) 


46,602,302 


1,170,530 


924,47a 


2,372,647 


{203,887)  48,813,317 


81,521 


18.000 


571,983 


1.089,009 


1,170,530 


548,969 
357,504 


1 .800,664 


2,372,647 


(208,887) 


(208,867) 


48,813,317 
46,813,317 
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MONTANA  TECH  OF  THE  UNIVERSITY  OF  MONTANA 
STATEMENT  OF  CURRENT  FUNDS'  REVENUES,  EXPENDITURES  AND  OTHER  CHANGES 

FOR  THE  YEAR  ENDED  JUNE  30,  1998 


REVENUES: 


UNRESTRICTED 

GENERAL 

OPERATING 


DESIGNATED 


RESTRICTED 


AUXILIARIES 


TUITION  AND  FEES 
STATE  APPROPRIATIONS: 

COLLEGE 

BUREAU  OF  MINES 
FEDERAL  GRANTS  &  CONTRACTS 
STATE  GRANTS  &  CONTRACTS 
PRIVATE  GRANTS  &  CONTRACTS 
INVESTMENT  INCOME 
SECURITY  LENDING  INCOME 
AUXILIARY  ENTERPRISES 
SALES  AND  SERVICES 
INDIRECT  COST  RECOVERIES 
OTHER  SOURCES 

TOTAL  CURRENT  REVENUES 

EXPENDITURES: 
EDUCATIONAL  &  GENERAL 

INSTRUCTION 
RESEARCH 
ACADEMIC  SUPPORT 
STUDENT  SERVICES 
OPERATION  AND  MAINTENANCE 

OF  PLANT 
INSTITUTIONAL  SUPPORT 
SCHOLARSHIPS  AND  FELLOWSHIPS 
SECURITY  LENDING  EXPENSE 

TOTAL  EDUCATIONAL  &  GENERAL  EXP 

AUXILIARY  ENTERPRISES  EXPENDITURES 

INDEPENDENT  OPERATIONS: 

BUREAU  OF  MINES 

GROUND  WATER  ASSESSMENT 

TOTAL  INDEPENDENT  OPERATIONS 
COMP  ABSENCES/EARLY  RET.  PLANS 

TOTAL  EXPENDITURES 
MANDATORY  TRANSFERS: 

UNEXPENDED  PLANT 


5,137,749 

8,674,656 
1,817,057 


453,465 


- 

- 

4,269,923 

- 

- 

39,788 

902,863 

- 

- 

- 

1,610,009 

- 

69,274 

3,565 

24,983 

4,377 

- 

163 

1,183 

200 

- 

- 

- 

2,352,071 

34,533 

877,065 

147,252 

- 

- 

791,765 

- 

- 

- 

266,663 

130,410 

- 

2,432,474 

7,086.623 

15.733,269 

2.356,648 

7,678,346 

567.308 

- 

49,856 

1.001,661 

4.286.944 

1,137,574 

- 

509,297 

1,616,862 

452,195 

243,301 

1,870,959 

. 

- 

1,138,901 

386,031 

- 

499,941 

- 

2,045,925 

- 

159 

1,156 

13,992,439 


2,407.354 


7,086,623 


195 


195 


2,278,693 


1 ,425,620 
429,630 

201,397 

■ 

* 

1,855.250 

52,484 

201,397 

13,664 

0 

0 

(2,130) 

15,900,173 

2,622,41 5 

7,086,623 

2,276,758 

(100,000) 


NON-MANDATORY  TRANSFERS: 

UNEXPENDED/RENEWAL  &  REPLACEMENT 
OTHER 

RESTRICTED  RECEIPTS  OVER(UNDER) 
TRANSFERS  TO  REVENUE 

TOTAL  TRANSFERS 

NET  INCREASE  (DECREASE)  IN 
FUND  BALANCE 


(166,904) 


(174,000) 
4,617 


(169,383) 


(359,324) 


38,267 


38,267 


38,267 


(100,000) 


(20,110) 


SEE  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  AND  NOTES  TO  FINANCIAL  STATEMENTS 
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MONTANA  TECH  OF  THE  UNIVERSITY  OF  MONTANA 
STATEMENT  OF  CURRENT  FUNDS'  REVENUES,  EXPENDITURES  AND  OTHER  CHANGES 

FOR  THE  YEAR  ENDED  JUNE  30,  1997 


tEVENUES: 

TUITION  AND  FEES 
STATE  APPROPRIATIONS: 

COLLEGE 

BUREAU  OF  MINES 
FEDERAL  GRANTS  &  CONTRACTS 
STATE  GRANTS  &  CONTRACTS 
PRIVATE  GRANTS  &  CONTRACTS 
INVESTMENT  INCOME 
SECURITY  LENDING  INCOME 
AUXILIARY  ENTERPRISES 
SALES  AND  SERVICES 
INDIRECT  COST  RECOVERIES 
OTHER  SOURCES 

'OTAL  CURRENT  REVENUES 

EXPENDITURES: 
EDUCATIONAL  &  GENERAL; 

INSTRUCTION 
RESEARCH 
ACADEMIC  SUPPORT 
STUDENT  SERVICES 
OPERATION  AND  MAINTENANCE 
OF  PLANT 
INSTITUTIONAL  SUPPORT 
SCHOLARSHIPS  AND  FELLOWSHIPS 
SECURITY  LENDING  EXPENSE 

'OTAL  EDUCATIONAL  &  GENERAL  EXP. 

■UXILIARY  ENTERPRISES  EXPENDITURES 


UNRESTRICTED 

GENERAL 

OPERATING 


DESIGNATED 


RESTRICTED 


AUXILIARIES 


5,024,655 

8,792,044 
1,878,684 


428,159 


- 

- 

3,950,554 

- 

- 

28,671 

749,307 

- 

- 

- 

1,553,635 

- 

- 

3,559 

24,799 

3,846 

- 

252 

1,757 

273 

- 

- 

- 

2,329,083 

33,529 

492,258 

111,147 

- 

- 

901,169 

- 

- 

- 

517,206 

149,266 

15,728,912 

2,371,274 

6,540,465 

2,333,204 

8.017.405 

47,849 

1,041,322 

1,562,817 

1 ,866,000 
989,941 
433,153 

314,602 
836.446 

448,186 

54,952 
239 

2,694 

3,917,553 

550,001 

267,960 

1 ,800,595 
1,662 

258 

1,654,425 

13,958,487 

6,540,465 

258 

- 

- 

. 

2,264,744 

MDEPENOENT  OPERATIONS: 

BUREAU  OF  MINES 

GROUND  WATER  ASSESSMENT 

j  pTAL  INDEPENDENT  OPERATIONS 

:OMP  ABSENCES/EARLY  RET.  PLANS 

'OTAL'EXPENDiTURES 

MANDATOR  Y  TRANSFERS: 

UNEXPENDED  PLANT 


1,414,161 
529,773 

140,495 

" 

* 

1,943,934 

124,305 

140,495 

20,706 

0 

0 

3,381 

16,026,726 

1,815,626 

6,540,465 

2,268,383 

(100,000) 


ION-MANDATORY  TRANSFERS: 

UNEXPENDED/RENEWAL  &  REPLACEMENT 
OTHER 

RESTRICTED  RECEIPTS  OVER(UNDER) 
TRANSFERS  TO  REVENUE 

PTAL TRANSFERS 

*ET  INCREASE  {DECREASE}  IN 
FUND  BALANCE 


(386,000) 
4,442 


- 

- 

32,287 

- 

IS 

(381,558) 

32,287 

(100,000) 

{297,814) 

174,090 

32,287 

(35,179) 

iEE  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  AND  NOTES  TO  FINANCIAL  STATEMENTS 
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MONTANA  TECH  OF  THE  UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 
For  the  Two  Years  Ended  June  30,  1998 

NOTE  1  -  SUMMARY  OF  SIGNIGICANT  ACCOUNT  POLICIES 

Montana  Tech  of  The  University  of  Montana  follows  the  standards  of  accounting  and  reporting  described 
by  National  College  and  University  Business  Officers  (NACUBO).  In  accordance  with  Governmental 
Accounting  Standards  No.  15,    "Governmental  College  and  University  Accounting  and  Reporting 
Models,"  the  University  has  adopted  the  American  Institute  of  Certified  Public  Accounts'  (AICPA) 
"College  Guide  Model." 

The  College's  financial  statements  are  included  as  a  component  part  of  the  State  of  Montana  General 
Purpose  Financial  Statements  that  are  prepared  annually  and  presented  in  the  Montana  Comprehensive 
Annual  Financial  Report  (CAFR). 

In  January  1994,  the  Montana  Board  of  Regents  of  Higher  Education  approved  the  restructuring  of  the 
Montana  University  System.  As  part  of  that  restructuring  ,  effective  July  1 ,  1 994,  the  University  has 
administrative  oversight  for  Montana  Tech  of  The  University  of  Montana;  Western  Montana  College; 
and  Helena  College  of  Technology. 

ACCRUAL  BASIS: 

The  financial  statements  have  been  prepared  on  the  accrual  basis  in  accordance  with  generally  accepted 
accounting  principals  for  colleges  and  universities  except  that  depreciation  on  plant  assets  is  not  recorded. 

The  statements  of  current  funds  revenues,  expenditures  and  other  changes  are  statements  of  financial 
activities  of  current  funds  related  to  the  current  reporting  period  and  do  not  purport  to  present  the  results 
of  operations  or  the  net  income  or  loss  for  the  periods. 

Fund  Accounting: 

The  accounts  of  the  college  are  maintained  in  accordance  with  the  principles  of  fund  accounting  wherein 
resources  are  classified  for  accounting  purposes  into  funds  that  are  identified  by  the  limitations  and 
restrictions  placed  on  their  use. 

Separate  accounts  are  maintained  for  each  fund;  however,  accounts  with  common  characteristics  are 
combined  into  fund  groups  and  reflected  as  such  in  the  accompanying  financial  statements. 

Montana  Bureau  of  Mines  &  Geology,  a  separate  state  agency  for  appropriation  purposes,  functions  as  an 
integral  part  of  the  college.  Applicable  revenues  and  expenditures  are  identified  separately  in  the 
financial  reports. 

The  common  characteristics  of  the  funds  contained  in  the  various  groups  are  as  follows: 

Current  Funds: 

The  current  funds  group  includes  economic  resources  expendable  in  performing  the 
primary  objectives  of  the  university,  i.e.,  instruction,  research  and  public  service.  The 
current  funds'  group  have  two  basic  distinct  subgroups:  unrestricted  funds  which  have  no 
expenditure  restrictions  and  restricted  funds  which  have  expenditure  restrictions. 
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Unrestricted  current  funds  are  comprised  of  the  following: 

General  Operating  -  utilized  for  general  operations  in  performing  the  primary  objectives 
of  the  college.  Appropriations  in  the  General  Operating  account  are  made  by  the 
Legislature  for  operating  purposes  of  Montana  Tech  of  The  University  of  Montana. 
Expenditures  against  these  appropriations  are  funded  by  corresponding  funds  at  the  state 
level.  The  fund  balance  includes  the  unfunded  liability  of  $1,901,088  for  compensated 
absences  and  associated  benefits.  In  addition,  the  fund  balance  includes  the  liability  of 
$35,617  for  PERS  early  retirement  incentive  program  and  the  liability  of  $128,898  for  the 
TRS  voluntary  termination  incentive  program. 

Effective  July  1,  1997,  the  College  was  authorized  and  required  to  invest  excess  monies 
in  the  General  Operating  and  Designated  fund  groups.  The  general  fund  appropriation 
was  reduced  by  the  projected  earnings  on  these  funds  in  the  amount  of  $69,274.  Any 
investment  earnings  in  excess  of  the  projected  amount  for  the  fiscal  year  were  to  be  used 
for  the  Montana  Tuition  Assistance  Program.  Montana  Tech's  share  for  this  was 
$18,464. 

Designated  -  utilized  for  education  and  laboratorial  related  services  activities  which  are 
self-supporting.  These  funds  are  separately  classified  in  order  to  accumulate  and 
distinguish  the  cost  of  these  specialized  services  or  function  areas. 

Auxiliary  Enterprises  -  utilized  in  providing  essential  on-campus  services  primarily  to 
students,  faculty  and  staff  (self-supporting). 

Restricted  current  funds  are  utilized  for  financing  current  operations,  but  limited  by 
external  donors  and  funding  agencies  to  specific  purposes,  programs  and  departments. 


Student  Loan  Funds: 


The  resources  for  this  group  of  funds  are  available  to  students  to  aid  in  financing  their 
education.  Funds  for  the  loans  are  provided  by  government,  private  and  college  sources 
with  the  majority  of  the  funds  being  provided  by  the  federal  government. 

The  college  is  authorized  by  the  Board  of  Regents  of  Higher  Education  to  act  as  the  agent 
for  administering  the  student  loans  in  the  Peter  Potter  Loan  Trust  Fund.  The  college  has 
been  recording  this  activity  in  the  Agency  Fund.  Effective  Fiscal  Year  1997,  the  college 
has  reclassified  the  loan  fund  activity  in  the  Student  Loan  Fund.  This  reclassification  has 
resulted  in  a  $203,783  prior  period  adjustment  in  the  Loan  Fund  Statement  of  Changes  in 
Fund  Balances. 


Endowment  Funds: 


Plant  Funds: 


Endowment  funds  are  funds  with  specific  donor  or  outside  agency  restrictions  limiting 
the  expenditure  of  the  principal.  Generally,  the  principal  is  to  be  maintained  in  the 
perpetuity  and  invested  for  the  purpose  of  producing  income. 


Plant  funds  are  separated  into  three  distinct  self-balancing  subgroup  accounts: 

Unexpended  Plant  -  utilized  for  long-term  institutional  assets  and  for  institutional  asset 
maintenance.  This  fund  includes  the  renewal  and  replacement  funds  which  provides  for 
the  renewal  and  replacement  of  properties. 
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Retirement  of  Indebtedness  -  utilized  for  debt  servicing  and  retirement  of  indebtedness.  The  negative 
fund  balance  in  the  retirement  of  indebtedness  account  fund  is  due  to  recording  accrued  bond  interest 
payable  in  the  amount  of  $299,937  at  fiscal  year  end  for  the  Series  C  revenue  bonds,  $28,421  for  the 
Series  D  revenue  bonds,  and  $5,128  for  the  Series  E  revenue  bonds. 

Investment  in  Plant  -  denotes  the  cost  of  long-term  institutional  assets  and  related  liabilities  and  equity. 

Agency  Funds: 

Agency  funds  -  includes  assets  held  by  the  institution  as  a  custodian  or  fiscal  agent  for  other 
organizations  or  individuals. 

Inventories 

Inventories,  which  consist  mainly  of  bookstore  supplies,  are  generally  valued  at  cost. 

Plant  and  Equipment 

Equipment  acquired  with  restricted  grants  and  contracts  is  recorded  as  additions  to  investment  in  plant  at 
the  time  of  purchase.  On  certain  grants  and  contracts,  title  to  equipment  purchased  is  vested  with  the 
grantor  or  contractor  until  completion  of  the  project  at  which  time  the  equipment  may  revert  to  the 
college. 

No  provision  has  been  made  for  the  depreciation  of  plant  facilities. 

Effective  July  1,  1997  (FY  98),  the  State's  capitalization  limit  was  increased  from  $1,000  to  $5,000.  The 
implementation  of  this  policy  resulted  in  a  General  Fixed  Assets  -  Equipment  and  a  Higher  Ed  Net 
Investment  In  Plant  adjustment  of  $5,806,618  on  our  SBAS  records  and  a  prior  year  adjustment  in  the 
Investment  in  Plant  Fund  on  our  FY98  Financial  Report. 

Deferred  Revenues 

Summer  school  tuition  and  fee  revenues  and  related  expenses  are  deferred  at  June  30  and  recorded  as 
revenue  and  expense  in  the  succeeding  fiscal  year. 

Retirement  Plans 

Full-time  employees  of  Montana  Tech  are  all  members  of  the  Public  Employees  Retirement  System 
(PERS),  Teachers'  Retirement  System  (TRS),  or  the  Optional  Retirement  Program  (ORP)  as  described 
below.  Only  faculty  and  professional  staff  with  contracts  under  the  authority  of  the  Board  of  Regents  are 
enrolled  under  TRS  or  ORP.  Beginning  July  1 ,  1 993  legislation  required  all  new  faculty  and  professional 
staff  with  contracts  under  the  authority  of  the  Board  of  Regents  to  enroll  in  ORP. 

PERS  and  TRS 

PERS  and  TRS  are  statewide,  cost-sharing,  multiple  employer  defined  benefit  retirement  plans.  The 
plans  are  established  under  state  law  and  are  administered  by  the  State  of  Montana.  The  plans  provide 
retirement,  disability,  and  death  benefits  to  plan  members  and  beneficiaries.  PERS,  a  mandatory  system 
established  by  the  state  in  1945,  provides  retirement  services  to  substantially  all  public  employees. 

TRS,  established  in  1937,  provides  retirement  services  to  all  persons  employed  as  teachers  or  professional 
staff  of  any  public  elementary  or  secondary  school,  or  unit  of  the  University  System. 
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Contribution  rates  for  the  plan  are  required  and  determined  by  state  law.  The  Contribution  rates  for  fiscal 
year  1998,  expressed  as  a  percentage  of  covered  payroll,  are  as  follows: 


Emplovee 

Employer 

6.80% 

6.80% 

7.044% 

7.47% 

PERS 
TRS 

The  amounts  contributed  to  the  plan  during  years  ending  June  30,  1996,  1997,  and  1998  were  equal  to  the 
required  contributions  each  year.  The  amounts  contributed  were  as  follows: 


FY1996 

FY1997 

FY1998 

PERS-Employer 

214,600 

196,238 

227,850 

Employee 

214,600 

194,877 

210,133 

TRS-Employer 

406,038 

434,319 

390,299 

Employee 

382,882 

409,551 

368,041 

The  plans  issue  publicly  available  annual  reports  that  include   financial   statements  and  required 
supplemental  information  for  the  plan.  These  reports  may  be  obtained  from  the  following: 

Public  Employees  Retirement  Division 

P.O.  Box  200131 

1712  Ninth  Avenue 

Helena,  MT  59620-0131 

(406)444-3154 

Teachers  Retirement  Division 

P.O.  Box  200139 

1 500  Sixth  Avenue 

Helena,  MT  59620-0139 

(406)444-3134 

QRP 

ORP  was  established  in  1988  and  is  underwritten  by  the  Teachers'  Insurance  and  Annuity  Association 
College  Retirement  Equities  Fund  (TIAA-CREF).  The  ORP  is  a  defined  contribution.  Contribution  rates 
for  the  plan  are  required  and  determined  by  state  law.  The  College's  contributions  were  equal  to  the 
required  contribution.  The  benefits  at  retirement  depend  upon  the  amount  of  contributions,  amounts  of 
investments  gains  and  losses  and  the  employee's  life  expectancy  at  retirement.  Under  the  ORP,  each 
employee  enters  into  an  individual  contract  with  TIAA-CREF.  Montana  Tech  records 
employee/employer  contributions  and  remits  monies  to  TIAA-CREF.  Individuals  are  immediately  vested 
with  contributions.  The  plans  issue  publicly  available  annual  reports  that  include  financial  statements  and 
required  supplemental  information. 

Contributions  to  ORP  for  fiscal  year  1 998  are  as  follows: 

ORP  (TIAA-CREF^ 
Covered  Payroll  $4,144,036 

Employer  contributions  $205,378 

Percent  of  covered  Payroll  4.95% 

Employee  Contributions  $29 1 ,906 

Percent  of  Covered  Payroll         7 .044% 

In  addition,  a  total  of  $1 16,477  or  2.81%  was  contributed  to  TRS   from  ORP  employer  contributions  to 

amortize  past  service  unfounded  liability  in  accordance  with  state  law. 
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Annual  reports  that  include  financial  statements  and  required  supplemental  information  of  the  plans  are 
available  from: 

TIAA-CREF 

730  Third  Avenue 

New  York,  New  York  10017-3206 

1-800-842-2733 

NOTE  2-  INVESTMENTS 

Cash  equivalents  consists  of  cash  invested  in  Guarenteed  Investment  Contracts  with  AMBAC  and  AIG,  in 
the  Short  Term  Investment  Pool  (STTP)  with  the  Montana  Board  of  Investment  and  in  short-term,  highly 
liquid  investments  with  original  maturities  of  three  months  or  less. 

STIP  investments  are  purchased  in  accordance  with  the  statutorily  mandated  "Prudent  Expert  Principle." 
The  STTP  portfolio  includes  asset-backed  securities,  banker's  acceptances,  certificates  of  deposit, 
commercial  paper,  corporate  and  government  securities,  repurchase  agreements  and  variable  rate 
securities  to  provide  diversification  and  a  competitive  rate  of  return.  Asset-backed  securities  are 
collateralized  by  non-mortgage  assets  pledged  by  the  issuer.  Asset-backed  securities  have  one  or  more 
forms  of  credit  enhanced  to  raise  the  quality  of  the  security. 

Stocks  and  bonds  consist  of  assets  held  in  the  Montana  Stock  Pool  (Montcomp)  administered  by  the 
Montana  board  of  Investments.  Montcomp  investments  are  purchased  in  accordance  with  the  statutorily 
mandated  "Prudent  Expert  Principle." 

The  Montcomp  portfolio  includes  common  stock  and  convertible  equity  securities.  Common  stock 
represents  ownership  units  (shares)  of  a  public  corporation.  Common  stock  owners  are  entitled  to  vote  on 
director  selection  and  other  important  matters  as  well  as  receive  dividends  on  their  holdings.  Convertible 
securities  are  securities  carrying  the  right  to  exchange,  or  "convert"  the  instruments  for  other  securities  of 
the  issuer  or  of  another  issuer.  This  definition  most  often  applies  to  preferred  stocks  or  corporate  bonds 
carrying  the  right  to  exchange  for  a  fixed  number  of  shares  of  the  issuer's  common  stock. 

To  implement  the  Governmental  Accounting  Standards  Board  (GASB)  No.  3 1  Accounting  and  Financial 
Reporting  for  Certain  Investments  and  External  Investment  Pools,  a  one-time  SBAS  appreciation 
adjustment  in  the  amount  of  $196,144  to  restate  our  MontComp  investment  at  fair  market  value  as  of  June 
30,  1997  and  a  fair  value  change  in  the  amount  of  $50,255  for  the  period  June  30,  1997  to  June  30,  1998 
were  recorded  by  the  Montana  Board  of  Investment  staff  in  our  Loan  Fund. 

The  Montana  Tech  Foundation  Pool  consists  of  certain  endowment  funds  held  in  a  common  investment 
pool  administered  by  the  Montana  Tech  Foundation.  The  investment  held  by  the  Foundation  as  of 
6/30/98  was  $607,710. 

Investments  are  carried  and  reported  at  fair  value  in  accordance  with  GASB  Statement  #3 1 .  The  cost 
basis  of  cash  equivalents  and  investments  held  by  the  State  of  Montana  Board  of  Investments  as  of 
6/30/98  was  $1,856,102.  The  cost  basis  of  cash  equivalents  and  investments  held  by  trustees  as  of 
6/30/98  was  $7,784,628. 

The  above  described  investments  are  risk  category  1  because  they  are  insured  and  are  held  by  the  state  or 
its  agent  in  the  College's  name. 

All  current  earnings  earned  by  Endowment  fund  investments  are  distributed  to  Current  Restricted  Fund 
accounts. 
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Securities  Lending  Transactions 

Under  the  provisions  of  state  statutes,  the  Board  has,  via,  a  Securities  Lending  Authorization  Agreement, 
authorized  the  custodial  bank,  State  Street  Bank  and  Trust,  to  lend  Board's  securities  to  broker-dealers 
and  other  entities  with  simultaneous  agreement  to  return  the  collateral  for  the  same  securities  in  the 
future.  During  the  period  the  securities  are  on  loan,  the  Board  receives  a  fee  and  the  custodial  bank  must 
initially  receive  collateral  equal  to  102  percent  of  the  market  value  of  the  loaned  securities  and  maintain 
collateral  equal  to  not  less  than  100  percent  of  the  market  value  of  the  loaned  securities  and  maintain  all 
rights  and  risks  of  ownership  during  the  loan  period.  The  security  lending  cash  collateral  for  June  30, 
1998  totaled  $108,379. 

During  fiscal  year  1998,  State  Street  lent,  on  behalf  of  the  Board,  certain  securities  held  by  State  Street,  as 
custodian,  and  received  the  US  dollar  currency  cash,  US  government  securities,  and  irrevocable  bank 
letters  of  credit.  State  Street  does  not  have  the  ability  to  pledge  or  sell  collateral  securities  unless  the 
borrower  defaults.  On  June  30,  1998,  the  Board  had  no  credit  risk  exposure  to  borrowers. 

The  Board  did  not  impose  any  restrictions  during  fiscal  year  1998  on  the  amount  of  loans  that  State  Street 
made  on  its  behalf.  There  were  no  failures  by  any  borrowers  to  return  loaned  securities  or  pay 
distributions  thereon  during  the  fiscal  year  1998  and  there  were  no  losses  resulting  from  default  of  the 
borrowers  or  State  Street. 

NOTE  3  -  BONDS  PAYABLE 

Bonds  Payable  -  The  revenue  bonds  disclosed  below  were  issued  pursuant  to  an  Indenture  of  Trust 
between  the  Board  of  Regents  of  Higher  Education  for  the  State  of  Montana  (on  behalf  of  The  University 
of  Montana)  and  U.S.  Bank  Trust  National  Association.  The  bonds  are  secured  by  a  first  lien  of  the 
combined  Pledged  Revenues  of  the  four  campuses  of  the  University  of  Montana.  Bonds  payable  recorded 
in  the  financial  statements  of  each  campus  reflect  the  liability  associated  with  the  bond  proceeds 
deposited  into  the  accounts  of  the  campus  and  do  not  necessarily  mean  that  the  debt  service  payments  on 
that  liability  will  be  made  by  that  campus. 

The  total  aggregate  principal  amount  originally  issued  pursuant  to  the  Indenture  of  Trust  and  the  various 
supplements  to  the  Indenture  for  all  campuses  of  The  University  of  Montana  was  $126,498,744.  The 
combined  principal  amount  outstanding  at  June  30,  1998  is  $1 18,123,744. 

On  December  14,  1995  the  University  of  Montana  issued  $34,406,784  in  Series  C  Facilities  Acquisition 
and  Improvement  Revenue  Bonds,  including  $8,660,780  for  Montana  Tech,  with  interest  ranging  from 
3.80  to  5.75  percent  to  acquire  $5,300,000  of  outstanding  Montana  Tech  Series  A  1986  Revenue  bonds 
with  interest  rates  ranging  from  7.0  to  7.625  percent.  Proceeds  of  $5,583,647  were  used  to  purchase  U.S. 
government  securities.  Those  securities  were  deposited  in  an  irrevocable  trust  with  an  escrow  agent  to 
provide  for  all  future  debt  service  payment  on  the  Series  A  1986  bonds.  As  a  result,  the  Series  A  1986 
bonds  are  considered  to  be  legally  defeased  and  the  liability  for  those  bonds  has  been  removed  from 
Montana  Tech's  financial  records.  The  balance  of  the  proceeds,  together  with  certain  funds  and  monies 
of  the  College,  provided  funds  for  the  acquisition,  construction,  repair,  replacement,  renovation,  and 
improvement  of  certain  facilities  and  properties  at  the  College. 

On  October  30,  1996,  The  University  of  Montana  issued  $25,815,501  of  Series  D  Facilities  Improvement 
Revenue  Bonds,  including  $4,410,000  for  Montana  Tech,  with  interest  ranging  from  4.20  to  5.375 
percent.  Bond  proceeds  of  $3,845,259  will  be  used  to  construct  a  100  bed  accessible  residence  hall  for 
students  at  Montana  Tech. 

On  June  25,  1998,  The  University  of  Montana  issued  $10,670,000  of  Series  E  Facilities  Improvement 
Revenue  Bonds,  including  $1,640,000  for  Montana  Tech,  with  interest  ranging  from  3.90  to  5.00  percent. 
Bond  proceeds  of  $1,552,155  will  be  used  for  Family  Housing  Renovations  and  for  completion  of  the 
Student  Union  Renovation  Project. 
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Revenue  Bonds  Payable  -  As  of  June  30,  1998  annual  principal  payments  are  as  follows: 

Series  C  1995 


Fiscal  Year 
1999 
2000 
2001 
2002 
2003 
2004-2018 


Interest  Rate 

4.10 

4.20 

4.30 

4.37 

4.50 

4.60-5.75 

Total 


Principal 
$365,000 
380,000 
395,000 
415,000 
430,000 
6.021,780 

$8,006,780 


Fiscal  Year 
1999 
2000 
2001 
2002 
2003 
2004-2018 


Series  D  1996 

Interest  Rate 

4.20 

4.40 

4.50 

4.65 

4.70 

4.85-5.37 

Total 


Principal 
$135,000 
140,000 
145,000 
155,000 
160,000 
3.675.000 

$4,410,000 


Fiscal  Year 
2000 
2001 
2002 
2003 
2004 
2005-2020 


Series  E  1998 

Interest  Rate 

3.90 

4.00 

4.10 

4.15 

4.70 

4.30-5.00 

Total 


Principal 
$50,000 
50,000 
50,000 
55,000 
55,000 
1-380.000 

$1,640,000 


COMBINED  TOTAL       $14.056.780 

In  prior  years,  the  college  defeased  certain  bonds  issues  by  placing  proceeds  of  new  bonds  in  an 
irrevocable  trust.  The  proceeds,  together  with  interest  earned  thereon,  will  be  sufficient  for  future  debt 
service  payments  on  the  refunded  issues.  Accordingly,  the  trust  account  assets  and  the  liabilities  for  the 
defeased  bonds  are  not  included  in  the  College's  financial  statements.  At  June  30,  1998,  $1,435,000 
bonds  outstanding  are  considered  legally  defeased. 

NOTE  4  -  LAND  GRANT  STATUS 

The  congress  of  the  United  States,  by  the  enabling  act  approved  February  22,  1989,  granted  to  the  State  of 
Montana  100,000  acres  for  the  college  and  provided  that  all  monies  received  from  the  sale  of  lands 
belonging  to  this  grant,  together  with  proceeds  for  the  sale  of  timber,  oil  royalties  and  other  minerals, 
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should  be  credited  to  a  permanent  fund  for  each  of  the  land  grant  institutions.  These  monies  are  currently 
pledged  to  the  Series  C  1995,  Series  D  1996,  and  Series  E  1998  revenue  bonds.  It  also  provided  that 
permanent  funds  could  not  be  used  for  any  other  purpose  and  must  remain  forever  inviolate  as  the 
property  of  each  of  the  land  grant  funds. 

The  College's  share  of  the  trust  earnings  for  the  fiscal  year  ended  June  30,  1997  and  1998  were  $488,772 
and  $553,925  respectively. 

The  college's  land  grant  assets  are  not  reflected  in  these  financial  statements,  but  are  included  as  a 
component  of  the  State  of  Montana  General  Purpose  Financial  Statements  that  are  prepared  annually  and 
presented  in  the  Montana  Comprehensive  Annual  Financial  Report  (CAFR). 

NOTE  5  -  COMPENSATED  ABSENCES 

On  July  1,  1982,  the  college  started  accounting  for  unused  vacation  and  sick  leave  in  accordance  with  the 
Statement  of  Financial  Accounting  Standards  No.  43,  Accounting  for  Compensated  Absences.  Permanent 
employees  can  accumulate  and  carry  to  the  following  calendar  year  two  times  the  maximum  number  of 
vacation  days  earned  annually.  Unused  vacation  leave  is  paid  at  full  value  to  employees  upon 
termination.  Upon  termination,  unused  sick  leave  earned  since  July  1,  1971,  is  paid  to  the  employee  at 
25%  value. 

The  accumulated  liability  for  compensated  absences  in  the  current  funds  totaled  $2,074,591  for  the  year 
ended  June  30,  1998. 

NOTE  6  -  CAPITAL  LEASES 

The  College  has  future  minimum  lease  commitments  for  capital  lease  obligations  consisting  of  the 
following  at  June  30,  1998: 

A  note  payable  is  due  to  Xerox  Corporation  for  the  purchase  of  a  Xerox  1090.  It  is  payable  in  monthly 
payments  of  $332  including  interest,  through  January  1999.  Minimum  principal  payments  are:  FY  99  - 
$5,449. 

An  installment  finance  agreement  has  been  completed  with  Norwest  Investment  Services,  Inc.  for  DEC 
equipment.  It  is  payable  in  yearly  payments  of  $26,861  including  interest,  through  July  21,  1998. 
Minimum  principal  payments  are  :  FY98  -  $25,802  and  FY99  -  2,226. 

NOTE  7  -  COMMITMENTS 

As  of  June  30,  1998,  the  College  has  initiated  construction  on  the  following  major  capital  projects: 


Total 

Total 

Amount 

Expenditures 

Project 

Authorized 

as  of  6/30/98 

Student  Union/Mill  Building 

$4,500,000 

$2,476,871 

100  Bed  Residence  Hall 

4,200,000 

347,259 

Student  Union/Phase  II 

1,000,000 

0 

Greens  Renovations 

600,000 

0 

Chemistry  Bldg.  Renovation 

7,579.725 

4.981.417 

TOTAL 

$17,879,725 

$7,805,547 

Funding  Source 
Series  C  1995  Revenue  Bonds 
Series  D  1 996  Revenue  Bonds 
Series  E  1998  Revenue  Bonds 
Series  E  1998  Revenue  Bonds 
Private  Donations,  Federal 
Grant,  Other,  and  State  Funds 
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NOTE  8  -  AFFIT JATED  ORGANIZATIONS 

Montana  Tech  of  the  University  of  Montana  is  a  component  unit  of  the  State  of  Montana.  These  financial 
statements  include  only  the  activities,  funds,  and  accounts  of  the  College.  Private,  nonprofit  organizations 
affiliated  with  the  College  include  the  Montana  Tech  Foundation,  the  Montana  Tech  Booster  Club,  and 
the  Montana  Tech  Alumni  Association.  The  Foundation  and  Associations  operate  exclusively  for  the 
purposes  of  encouraging,  promoting,  and  supporting  educational  programs,  research,  and  scholarly 
pursuits,  and  athletics  at  or  in  connection  with  the  College.  In  exchange,  the  College  provides  the 
Foundation  with  office  space  and  an  annually  contracted  fee;  and  the  association  with  office  space  and 
some  related  office  expenses. 

The  amount  of  payments  on  the  contract  with  the  Foundation  for  fiscal  years  ended  June  30,  1997  and 
1998  were  $310,000  and  $192,239  respectively.  The  estimated  amount  spent  by  the  Foundation  for  the 
support  of  the  College  for  the  same  periods  of  time  were  $1,588,618  and  $1,106,783. 

NOTE  9  -  YEAR  2000  DISCLOSURE 

The  year  2000  (Y2K)  issue  is  the  result  of  shortcomings  in  many  electronic  data  processing  systems  and 
other  electronic  equipment  that  may  adversely  affect  the  operations  of  The  University  of  Montana 
beginning  in  the  year  1 999.  The  problem  is  that  many  computer  programs  use  only  the  last  two  digits 
when  referring  to  a  year.  Many  programs  will  not  be  able  to  distinguish  between  the  year  2000  and  the 
year  1900.  This  may  cause  inaccurate  processing  of  information  or  a  complete  halt  to  processing. 

The  campuses  of  the  University  of  Montana  have  been  addressing  the  Y2K  issue  for  the  last  2  years.  The 
major  administrative  support  systems  have  been  replaced  or  upgraded  or  are  in  the  process  of  being 
replaced  or  upgraded  to  systems  that  are  Year  2000  compliant.  These  systems  include  Finance 
(purchasing,  payables  and  accounting).  Human  Resource  (personnel  and  payroll)  and  Student  (billing, 
financial  aid,  admissions,  and  registrar). 

The  University  of  Montana  does  not  anticipate  any  disruption  of  services  as  a  result  of  non-compliant 
internal  systems.  However,  because  of  the  unprecedented  nature  of  the  Y2K  issue  and  the  interaction 
with  and  dependence  on  third  parties,  the  effect  of  and  the  success  of  remediation  efforts  will  not  be  fully 
determinable  until  fiscal  year  2000  and  thereafter. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Balance  Sheet  of  Western  Montana  College  of  The  University  of 
Montana,  a  component  unit  of  the  state  of  Montana,  as  of  June  30,  1998,  and  the  related  Statements  of 
Changes  in  Fund  Balance  and  Statements  of  Current  Funds  Revenues,  Expenditures  and  Other  Changes  for 
each  of  the  two  fiscal  years  ended  June  30,  1997  and  1998.  The  information  contained  in  these  financial 
statements  is  the  responsibility  of  the  university's  management.  Our  responsibility  is  to  express  an  opinion 
on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards   Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are 
free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  m  the  financial  statements.  An  audit  also  includes  assessing  the  accounting  principles  used 
and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement 
presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the  financial 
position  of  Western  Montana  College  of  The  University  of  Montana  as  of  June  30,  1998,  and  the  changes  in 
fund  balances  and  the  current  funds  revenues,  expenditures  and  other  changes  for  each  of  the  two  fiscal  years 
then  ended  in  conformity  with  generally  accepted  accounting  principles. 

As  discussed  in  note  5  to  the  financial  statements.  Western  Montana  College  of  the  University  of  Montana 
changed  its  capitalization  limit  for  fixed  assets  and  its  accounting  for  Construction  Work  m  Progress  in  fiscal 
year  1997-98. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  11,  1998 


Room  135,  State  Capitol  Building,  PO  Box  201705   Helena  MT  59620-1705 
Phone  (406)  444-3122    FAX  (406)  444-9784      E-Mail  lad@state.mt.us 
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WESTERN  MONTANA  COLLEGE  OF  THE  UNIVERSITY  OF  MONTANA 
A  COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
JUNE  30,  1997  and  1998 

NOTE  1  -  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Presentation 

Western  Montana  College  of  The  University  of  Montana  (College)  is 
a  component  unit  of  the  State  of  Montana.   The  College's 
financial  statements  are  included  as  a  component  part  in  the 
State's  General  Purpose  Financial  Statements  which  are  presented 
in  the  Montana  Comprehensive  Annual  Financial  Report. 

The  College's  financial  statements  are  prepared  in  accordance 
with  the  American  Institute  of  Certified  Public  Accountants' 
"College  Guide  Model."   The  College  has  considered  all  potential 
component  units  for  financial  reporting  purposes  and  included  all 
funds  and  account  groups  over  which  the  College  exercises 
oversight  responsibility.   Although  the  Western  Montana  College 
Foundation  provides  financial  support  to  the  College,  the  College 
does  not  exercise  any  financial  or  administrative  control  over 
the  Foundation.   Consequently,  the  Foundation  is  not  considered  a 
component  unit  for  financial  reporting  purposes.   See  footnote  9 
for  a  further  description  of  the  College's  affiliation  with  the 
Foundation. 

Basis  of  Accounting 

The  College's  financial  statements  are  prepared  on  the  accrual 
basis  of  accounting,  except  there  is  no  provision  for 
depreciation  expense.   The  statement  of  current  funds  revenue, 
expenditures,  and  other  changes  is  a  statement  of  financial 
activities  of  current  funds  related  to  the  current  reporting 
period.   It  does  not  purport  to  present  the  results  of  operations 
or  the  net  income  or  loss  for  the  period  as  would  a  statement  of 
income  or  a  statement  of  revenues  and  expenditures . 

Fund  Accounting 

The  accompanying  financial  statements  are  prepared  in  accordance 
with  the  principles  of  "fund  accounting."  These  principles 
require  the  classification  of  resources  for  accounting  and 
reporting  purposes  into  fund  groups  according  to  the  limitations 
or  restrictions  placed  on  their  use.   These  separate  funds  are 
combined  according  to  their  common  characteristics  into  fund 
groups  and  reflected  by  fund  groups  in  the  accompanying  financial 
statements . 
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Descriptions  of  these  fund  groups  are  as  follows: 

CURRENT  FUNDS  -  the  current  funds  group  includes  economic 
resources  expendable  in  performing  the  primary  objectives  of 
the  institution,  i.e.,  instruction,  research,  public 
service,  academic  support,  student  services,  institutional 
support,  operations  and  maintenance  of  plant,  scholarships 
and  fellowships  and  auxiliary  activities .   The  current  funds 
group  has  two  basic  distinct  sub-groups :  1)  unrestricted 
funds  which  have  no  external  expenditure  restrictions  and  2) 
restricted  funds  which  have  expenditure  restrictions  defined 
by  donors  or  other  outside  agencies. 

LOAN  FUNDS  -  these  funds  are  available  to  aid  in  financing 
the  education  of  qualifying  students.   Funds  are  provided  by 
private  and  State  and  Federal  government  sources,  with  the 
majority  provided  by  the  Federal  government. 

ENDOWMENT  FUNDS  -  these  funds  have  specific  donor  or  other 
outside  agency  restrictions  prohibiting  the  expenditure  of 
the  principal.   Generally,  the  principal  must  remain 
inviolate  and  invested  to  produce  income.   The  income  may  or 
may  not  be  restricted  as  to  use. 

PLANT  FUNDS  -  these  funds  are  used  to  account  for  the 
transactions  relating  to  investment  in  College  properties. 
Plant  funds  are  separated  into  four  distinct  sub-groups  with 
self -balancing  accounts: 

Renewal  and  Replacement  Funds  -  utilized  for  long-term 
institutional  asset  maintenance. 

Unexpended  Plant  -  utilized  for  acquisition  of  long-term 
institutional  assets. 

Retirement  of  Indebtedness  Funds  -  utilized  for  debt  service 
charges  and  retirement  of  indebtedness  on  long-term 
institutional  assets. 

Investment  in  Plant  -  denotes  the  cost  of  long-term 
institutional  assets  and  associated  liabilities. 

AGENCY  FUNDS  -  the  agency  funds  group  is  used  to  segregate 
assets  held  by  the  institution  as  a  custodian  or  fiscal 
agent  for  other  organizations  or  individuals. 
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Accounts  Receivable 

The  accounts  receivable  reported  consists  primarily  of  amounts 
due  from  student  accounts;  and  off -campus  groups  that  have 
contracted  with  the  College  to  use  its  housing  and  dining 
facilities .   The  Allowance  for  Doubtful  Accounts  is  based  upon  a 
historical  analysis  of  student  accounts  receivable  collections. 

Student  Loans 

The  principal  amount  of  short-term  loans  outstanding  at  June  30, 
1998  is  $6,049. 

No  provision  for  uncollectible  loans  issued  through  the  Federal 
Perkins  Loan  Program  is  reflected  in  the  accompanying  financial 
statements.  The  following  related  statistics  are  reflected  in 
the  annual  Fiscal  Operations  Report  and  Application  provided  to 
the  Department  of  Education  for  the  fiscal  year  ending  June  30, 
1998: 

Cumulative  Funds  Advanced  to  Students  $2,985,905 

Loan  Principal  Collected  $1,921,841 

Qualifying  Debt  Cancellations  $  428,275 

Defaulted  Loan  Principal  $   154,665 

The  College  follows  accounting  practices  for  the  Perkins  Loan 
Program  that  conform  with  Federal  regulations.   The  regulations 
do  not  provide  for  recognition  of  interest  receivable, 
uncollectible  loans  or  future  loan  principal  reductions. 
Accordingly,  the  financial  statements  related  to  the  Perkins  Loan 
Program  do  not  conform  with  generally  accepted  accounting 
principles.   However,  90  percent  of  any  interest  receivable  or 
uncollectible  loans  and  100  percent  of  all  qualifying  principal 
cancellations  affect  the  Federal  share  of  the  fund  balance. 
Consequently,  the  effect  on  the  College's  financial  position  is 
considered  immaterial . 

Inventories 

Inventories  include  merchandise  for  the  Bookstore,  vending 
machines  and  Snack  Bar,  and  supplies  from  the  Business  Office, 
Physical  Plant  and  Food  Service.   All  recorded  inventories  are 
stated  at  cost  using  the  first-in/first-out  method. 
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Employee  Leave 

Employees  accumulate  unused  vacation  and  sick  leave.   Employees 
can  accumulate  and  carry  over  a  maximum  of  two  times  the  annual 
vacation  leave  credits  into  a  new  calendar  year.   Unused 
accumulated  vacation  is  redeemed  in  cash  upon  termination  of 
employment.   Upon  termination,  unused  sick  leave  earned  since 
July  1,  1971  is  purchased  from  the  employee  at  25  percent  value. 
The  cash  value  of  accumulated  vacation,  sick  leave  and  related 
benefits  was  $743,045  at  June  30,  1998.   The  liability  for 
vacation  and  sick  leave  is  recorded  in  the  period  in  which  the 
leave  is  earned. 

The  Chancellor,  Deans  and  Director  of  Fiscal  Affairs  earned 
professional  development  leave  prior  to  Fiscal  year  1993.   Unused 
accumulated  professional  development  leave  is  fully  redeemed  upon 
termination.   The  cash  value  of  this  accumulated  leave  at  June 
30,  1998  was  $17,682. 

Unearned  Income 

Summer  school  revenues  and  related  expenditures  are  deferred  at 
June  30  and  recorded  as  revenue  and  expenditures  in  the 
succeeding  fiscal  year. 

NOTE  2  -  BUDGETARY  REPORTING 

Appropriations 

Appropriations  in  the  Current  Unrestricted  Fund  are  made  by  the 
Legislature  for  operating  purposes  of  Western  Montana  College. 
Expenditures  against  these  appropriations  are  funded  by 
corresponding  funds  at  the  State  level .   Unexpended  or 
unencumbered  balances  in  these  appropriations  revert  to  an 
account  held  by  the  Board  of  Regents.   The  Board  of  Regents  may 
approve  the  use  of  these  funds  by  the  University  System  units  for 
major  and  deferred  maintenance  expenditures,  and  equipment  or 
fixed  asset  purchases  in  accordance  with  a  long-term  plan. 

Encumbrances 

The  accrual  basis  of  accounting  provides  that  expenditures 
include  only  amounts  associated  with  goods  and  services  received 
and  that  liabilities  include  only  the  unpaid  amounts  associated 
with  such  expenditures.   The  dollar  amounts  of  goods  and  services 
accrued  but  not  received  were  considered  immaterial  and  all 
outstanding  purchase  orders  and  purchase  commitments  are  reported 
in  the  accompanying  financial  statements  for  Fiscal  Years  1998. 
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NOTE  3  -  CASH /CASH  EQUIVALENTS  AND  INVESTMENTS 

Cash  and  cash  equivalents  reported  by  the  College  consist  of  cash 
deposited  with  the  State  Treasurer  and  the  College's  revenue  bond 
trustee,  and  investments  with  a  maturity  of  90  days  or  less  made 
through  the  Montana  State  Board  of  Investments'  Short-term 
Investment  Pool  or  the  bond  trustee.   The  cost  and  market  value 
of  these  investments  were  equal  at  June  30,  1998.   All  cash  and 
cash  equivalents  are  risk  category  #1. 

Cash  and  cash  equivalents  recorded  at  June  30,  1998  are  as 
follows : 

Current  Funds : 


Unrestricted: 

Cash  Deposits 

Short  term  investment  pool 

Total  Cash/Cash  Equivalents 

Restricted: 

Cash  Deposits 

Total  Cash/Cash  Equivalents 

Loan  Funds : 

Cash  Deposits 

Short  term  investment  pool 

Total  Cash/Cash  Equivalents 

Endowment  Funds : 

Short  term  investment  pool 
Total  Cash/Cash  Equivalents 

Plant  Funds : 


$   404,679 

19.000 

$   423.679 


4,178 


4.178 


3,232 

55.513 
58,745 


4,397 


4.397 


Unexpended : 

Cash  Deposits 

Short  term  investment  pool 

Money  Market  (Held  by  Trustee 

Total  Cash/Cash  Equivalents 

Renewal  and  Replacements : 
Cash  Deposits 

Short  term  investment  pool 
Money  Market  (Held  by  Trustee) 
Total  Cash/Cash  Equivalents 

Retirement  of  Indebtedness: 
Cash  Deposits 

Money  Market  (Held  by  Trustee) 
Total  Cash/Cash  Equivalent 


15,253 

21,826 

366.557 

403. 636 


$         68,558 

18,500 

$3.652.475 

$3. 739. 533 


160 

15.484 


15. 644 
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Agency  Funds : 

Cash  Deposits  $   94,103 

Short  term  investment  pool  23,000 

Cash  Collateral-SL  9.526 

Total  Cash/Cash  Equivalent  $   126.629 


NOTE  4  -  LONG-TERM  DEBT 

At  June  30,  1998  the  College  had  a  total  of  $7,980,602 
in  outstanding  bonds,  loans,  notes,  and  pensions  payable. 

Bonds  Payable 

The  revenue  bonds  disclosed  below  were  issued  pursuant  to  an 
Indenture  of  Trust  between  the  Board  of  Regents  of  Higher 
Education  for  the  State  of  Montana  (on  behalf  of  The  University 
of  Montana)  and  U.S.  Bank  Trust  National  Association.   The  bonds 
are  secured  by  a  first  lien  on  the  combined  Pledged  Revenues  of 
the  four  campuses  of  The  University  of  Montana.   The  pledged 
revenues  earned  at  each  campus  are  cross -pledged  among  all 
campuses  of  The  University  of  Montana.   Bonds  payable  recorded  in 
the  financial  statements  of  each  campus  reflect  the  liability 
associated  with  the  bond  proceeds  deposited  into  the  accounts  of 
that  campus  and  do  not  necessarily  mean  that  the  debt  service 
payments  on  that  liability  will  be  made  by  that  campus. 

The  total  aggregate  principal  amount  originally  issued  pursuant 
to  the  Indenture  of  Trust  and  the  various  supplements  to  the 
Indenture  for  all  campuses  of  The  University  of  Montana  was 
$126,498,744.   The  combined  principal  amount  outstanding  at  June 
30,  1998  is  $118,123,744. 

In  November  1993  Western  Montana  College  and  The  University  of 
Montana  jointly  issued  $48,050,000  in  revenue  bonds.   The  College 
received  bond  proceeds  totaling  $955,000.   These  funds  financed 
the  defeasance  of  the  1966  and  1967  Indentures  totaling  $514,000, 
provided  $500,000  for  remodeling  the  Student  Union  Building  and 
covered  the  bond  issuance  costs.   The  principal  balance  due  on 
these  bonds  at  June  30,  1998  is  $680,000. 

In  January  1995  Western  Montana  College  and  The  University  of 
Montana  jointly  issued  $7,556,463  in  revenue  bonds.   The  College 
received  bond  proceeds  totaling  $416,463.   These  funds  financed 
additional  remodeling  of  the  Student  Union  Building  and  covered 
the  bond  issuance  costs.   The  principal  balance  due  on  these 
bonds  at  June  30,  1998  is  $406,463. 

In  December  1995  Western  Montana  College  and  The  University  of 
Montana  jointly  issued  $34,406,780  in  revenue  bonds.   The  College 
received  bond  proceeds  totaling  $551,612.   These  funds  financed 
additional  remodeling  of  the  Student  Union  Building,  improvements 

Page  C-16 


to  the  Physical  Education  Building  and  covered  the  bond  issuance 
costs.   The  principal  balance  due  on  these  bonds  at  June  30,  1998 
is  $547,219. 

In  October  1996  Western  Montana  College  and  The  University  of 
Montana  jointly  issued  $25,815,501  in  revenue  bonds.  The  College 
received  bond  proceeds  totaling  $5,455,000.  These  funds  financed 
Residence  Hall,  Family  Housing  and  Dining  Service  Renovations 
with  $140,000  for  Land  Acquisitions  and  covered  the  bond  issuance 
costs.  The  principal  balance  due  on  these  bonds  at  June  30,  1998 
is  $5,450,000. 

In  June  1998  Western  Montana  College  and  The  University  of 
Montana  jointly  issued  $10,670,000  in  revenue  bonds.   The  College 
received  bond  proceeds  totaling  $385,000.   These  funds  financed 
$220,000  renovation  of  a  parking  lot,  $145,000  for  the 
acquisition  of  student  housing  units  and  covered  the  bond 
issuance  costs.   The  principal  balance  due  on  these  bonds  at  June 
30,  1998  is  $385,000. 

There  are  Debt  Service  Reserve  Funds  for  Series  A  1993  Bonds,  the 
Series  B  1995  Bonds  the  Series  C  1995  Bonds  and  the  Series  D  1996 
Bonds  only.   The  Series  E  Indenture  provides  for  the 
establishment,  funding  and  maintenance  with  the  Trustee  of  a 
special  fund  and  account  designated  as  the  Debt  Service  Reserve 
Fund  in  a  amount  not  less  than  the  aggregate  Debt  service  Reserve 
Requirements  for  the  Series  A  1993  Bonds,  the  Series  B  1995 
Bonds,  the  Series  C  1995  Bonds  and  the  Series  D  1996  Bonds. 
Under  the  Indenture,  no  Debt  Service  Reserve  Requirement  is 
established  or  will  be  funded  for  the  Series  E  1998  Bonds.   In 
addition  to  the  pledged  revenues  as  security  for  the  payment  of 
the  Debt  Service  Requirements  of  the  Series  E  1998  Bonds,  payment 
of  the  principal  of  and  interest  on  the  Series  E  1998  bonds  is 
insured  by  an  insurance  policy. 

The  annual  principal  payments  for  all  bond  obligations  are  as 
follows : 

1993A      1995B       1995C       1996D      1998E 
Fiscal  Year  Indenture   Indenture   Indenture   Indenture  Indenture 

1999  $  50,000  $  20,000  $   8,894  $     5,000  $  15,000 

2000  $  55,000  $  15,000  $   9,536  $   165,000  $  15,000 

2001  $  60,000  $  15,000  $  9,858  $  170,000  $  15,000 
2002-2008  $515,000  $130,000  $  84,863  $1,470,000  $170,000 
2009-2016  $226,463  $255,126  $2,450,000  $110,000 
2017-2020  $178.942  $1,190, 000  $  60.000 

TOTALS      $680,000   $406,463   $547.219   $5.450,000   $385, 000 
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Notes  Payable 

The  College  received  a  two  loans  through  the  Intercap  Revolving 
Program  one  in  June  of  1995  for  $59,312  and  one  in  June  of  1996 
for  $37,868.   The  proceeds  of  these  loans  were  used  to  purchase 
computer  equipment  for  the  Microcomputer  Lab-Library  and  a  VAX 
server.   Interest  on  the  loan  is  calculated  on  a  variable  rate 
basis.   The  principal  balance  due  at  June  30,  1998  is  $33,838. 
Principal  payments  are: 

Fiscal  Year   Principal 

1999  $25,570 

2000  $  8.268 
TOTALS        $33. 838 

Pension  Payable 

The  pension  payable  of  $23,625  represents  the  amount  due  from  the 
College  to  the  Public  Employees'  Retirement  System  at  June  30, 
1998  to  purchase  retirement  incentive  service  for  employees 
retiring  .   The  College  has  elected  to  pay  for  this  service  on  an 
installment  basis.   Interest  is  calculated  on  the  unpaid  balance 
at  an  annual  rate  of  8  percent . 

Loans  Payable 

The  College  owes  the  University  of  Montana-Missoula  $123,412  for 
monies  borrowed  to  pay  the  College's  share  of  retirement  for 
retiring  employees  these  loans  are  to  be  paid  back  in  10  equal 
annual  payments  starting  the  year  after  funds  are  borrowed  the 
final  payment  will  be  Fy  2006.   This  loan  bears  no  interest. 

The  College  received  a  $147,000  loan  in  1996  from  the  University 
of  Montana-Missoula  for  the  completion  of  the  elevator  project. 
The  principal  balance  as  of  June  30,1998  is  $126,595.   Interest 
on  the  loan  is  calculated  on  the  past  year's  average  interest 
rate  for  the  State  of  Montana's  Short  Term  Investment  Pool(STIP) 
with  the  first  annual  $16,000  payment  due  August  1,  1996  and  the 
final  payment  due  August  1,  2006. 

In  May  1994  the  College  purchased  a  parcel  of  land  and  building 
that  was  adjacent  to  the  campus.   A  portion  of  the  purchase  price 
was  financed  through  a  15  year  mortgage,  with  a  6.45  percent  rate 
of  interest.   The  principal  balance  at  June  30,  1998  is  $57,232. 
The  annual  payments  are  $7,311.48,  with  the  final  payment  due  May 
5,  2009. 

In  May  1996  the  College  purchased  a  parcel  of  land  and  building 
that  was  adjacent  to  the  campus.   This  purchase  was  financed 
through  a  12  year  mortgage,  with  a  6.22  percent  rate  of  interest. 
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The  principal  balance  at  June  30,  1998  is  $100,902.   The  annual 
payments  are  $9247  with  the  final  payment  of  $62,217  due  2008. 

Installment  Purchases 

The  College  was  obligated  under  four  capital  lease  agreements . 
These  leases  were  for  4  copiers  and  a  floor  scrubber.  The 
principal  balance  due  on  these  leases  at  June  30,1998  is  $46,317 


Fiscal 

year 

Principal 

Interest 

Total 

1999 
2000 
2001 
2002 
2003 

$16,050 
$12,146 
$  9,080 
$  7,180 
$  1,860 

$2 

$1 

$ 

$ 

$ 

653 
610 
787 
331 
18 

$18,703 
$13,756 
$  9,867 
$  7,511 
$  1,878 

NOTE  5 

-  INVESTMENT  IN  PLANT 

Physical  plant,  equipment,  and  library  books  are  stated  at  cost 
or  historically  based  appraisal  values.   Depreciation  on  physical 
plant  and  equipment  is  not  recorded.   Equipment  costing  less  than 
$5,000  is  excluded  from  the  financial  statements. 

Beginning  in  fiscal  year  1997-98,  only  assets  and  liabilities 
related  to  completed  projects  are  reported  in  the  Investment  in 
Plant  Fund.   Prior  to  fiscal  year  1997-98,  Construction  Work  in 
Progress  and  related  liabilities  were  reported  in  the  Investment 
in  Plant  Fund  on  a  percentage  of  completion  basis. 

In  fiscal  year  1998  Western  Montana  College  of  the  U  of  M  changed 

its  accounting  policy  from  capitalizing  equipment  over  $1,000  to 

capitalizing  equipment  over  $5,000.   This  change  in  accounting 
policy  resulted  in  a  decrease  in  equipment  in  Net  Investment  in 
Plant  of  $1.384,985. 

Property,  Plant,  Equipment  and  Other  Assets  at  June  30,  1998 
consisted  of  the  following: 

Land 

Buildings  and  Improvements 

Equipment 

Library  Books 

Museum  and  Art  Collection 

Total 

NOTE  6  -  RETIREMENT  PROGRAMS 

All  permanent  faculty  and  staff  members  working  more  than  half- 
time  must  enroll  in  an  approved  retirement  system.   Beginning  in 
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705 
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12,044, 

020 

Fiscal  Year  1994  new  faculty  members  and  professional  staff  of 
the  Montana  University  System,  not  currently  enrolled  in  the 
Montana  Public  Employees'  Retirement  System  (PERS)  or  the 
Teachers'  Retirement  System  (TRS),  must  enroll  in  the  Optional 
Retirement  Program  (ORP) .   This  Program  is  available  through  the 
Teachers  Insurance  and  Annuity  Association  -  College  Retirement 
Equities  Fund  (TIAA-CREF) .   Prior  to  Fiscal  Year  1994  new  faculty 
members  and  professional  staff  had  the  option  of  enrolling  in  the 
ORP  or  the  TRS.   The  University  System  makes  a  similar  employer 
contribution  to  each  plan.   All  other  employees  must  enroll  in 
and  are  provided  retirement  benefits  through  the  PERS. 

ORP-  was  established  in  January  of  1988  under 
Title  19,  Chapter  21,  MCA,  and  is  underwritten  by 
the  Teachers'  Insurance  and  Annuity  Association- 
College  Retirement  Equities  Fund  (TIAA-CREF) . 
The  ORP  is  a  defined  contribution  plan. 
Contribution  rates  for  the  plan  are  required  and 
determined  by  State  law.   The  benefits  at 
retirement  depend  upon  the  amount  of 
contributions,  amount  of  investment  gains  and 
losses  and  the  individual  contract  with  TIAA- 
CREF.   WMC  records  employee /employer 
contributions,  and  remits  monies  to  the 
Commissioner  of  Higher  Education.   The 
Commissioner's  Office  then  transfers  the 
contributions  to  TIAA-CREF.   Individuals  are 
immediately  vested  with  contributions.   Annual 
reports  that  include  financial  statements  and 
required  supplemental  information  on  the  plan  are 
available  from: 

TIAA-CREF 

73  0  Third  Avenue 

New  York,  New  York  10017-3206 

TRS-  This  mandatory  system  established  in  1937 
and  governed  by  Title  19,  Chapter  20,  MCA, 
provides  retirement  services  to  all 
persons  employed  as  teachers  or  professional 
staff  of  any  public  elementary  or  secondary 
school,  vocational- technical  center  or  unit  of 
the  University  System.   The  plan  issues  publicly 
available  annual  reports  that  include  financial 
statements  and  required  supplemental  information 
for  the  plan.   These  reports  may  be  obtained  from 
the  following: 
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Teachers  Retirement  Division 

P  0  Box  200139 

1500  Sixth  Avenue 

Helena,  MT  59620-0139 

406-444-3134 

PERS-This  mandatory  system  established  in  1945 
and  governed  by  Title  19,  Chapter  3,  MCA, 
provides  retirement  services  to  substantially  all 
public  employees .   The  plan  issues  publicly 
available  annual  reports  that  include  financial 
statements  and  required  supplemental  information 
for  the  plan.   These  reports  may  be  obtained  from 
the  following: 

Public  Employees  Retirement  Division 

P  0  Box  200131 

1712  Ninth  Avenue 

Helena,  MT  59620-0131 

406-444-3154 

Both  TRS  and  PERS  plans  are  defined  benefit  retirement  plans. 
Upon  retirement,  the  monthly  annuity  is  calculated  by  using  a 
formula  that  includes  compensation  and  years  of  creditable 
service  as  variables. 

Retirement  Information  as  of  June  30,  1998 

PERS  TRS  ORP 

Covered  Payroll 
Total  Payroll 

Employer  Contributions 

Percent  of  Covered  Payroll 
Required  by  Statute 

Employee  Contributions  (a 

Percent  of  Covered  Payroll 
Required  by  Statute 

(a)  Actual  employee  contributions  include  voluntary  payments  by 
employees  in  addition  to  those  required  by  statute. 

(b)  The  College  contributed  $50,557  or  2.8100  percent  of  the 
covered  payroll  for  ORP  participants  to  the  TRS  to  amortize 
past  service  unfunded  liability  in  accordance  with  Title  19, 
chapter  21,  MCA. 
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$1 

$5 

583,645 
064,458 

$1 
$5 

297,836 
064,458 

$1 
$5, 

811, 865 
064,458 

$ 

107,633 

6.800 
6.8 

$ 

147,505 

11.365 
7.470 

b) 

$ 

89,796 

4.956 
4.956b) 

$ 

109,557 

6.918 
6.800 

$ 

92,920 

7.159 
7.044 

$ 

127,628 

7.044 
7.044 

The  amounts  contributed  to  the  plan  during  years  ending  June  30, 
1996,  1997  and  1998  were  equal  to  the  required  contribution  each 
year.  The  amounts  contributed  by  Western  and  its  employees  were 
as  follows: 

PERS  TRS  ORP 

1996  $238,324        $272,171         $180,596 

1997  $211,584        $332,057        $200,012 

1998  $217,190        $240,425        $217,424 


NOTE  7  -  NEGATIVE  FUND  BALANCE 

The  negative  fund  balance  in  the  Current  Unrestricted  Fund  group 
of  ($662,151)  is  primarily  due  to  the  unfunded  Liability  for 
Compensated  Absences.   This  liability,  totaling  $760,727, 
reflects  the  cost  of  compensating  employees  for  vacation  and  sick 
leave  accrued  as  of  June  30,  1998.   Funding  for  this  liability  is 
primarily  provided  by  revenue  generated  in  the  period  during 
which  compensation  for  leave  is  actually  paid. 

NOTE  8  -  COMMITMENTS 

The  College  has  a  contractual  agreement  with  the  Department  of 
Administration  to  pay  a  portion  of  the  "1985  Series  A  General 
Obligation  Bond."   The  balance  due  at  June  30,  1998  is  $28,475. 
The  bond  obligation  is  recorded  on  the  Department  of 
Administration's  accounting  records. 

The  bonds  related  to  the  "1985  Series  A  General  Obligation  Bond" 
were  originally  issued  to  finance  the  costs  of  constructing  and 
equipping  a  swimming  pool  addition  to  the  physical  education 
facility.   The  bonds  were  issued  on  July  24,  1985  and  the 
proceeds  totaled  $1,400,000.   In  August  1989  the  swimming  pool 
project  was  discontinued  and  the  general  obligation  bond  proceeds 
were  reappropriated.   Under  the  new  agreement  $280,000  was 
appropriated  to  the  College  for  planning  the  remodeling  of  the 
Student  Union  Building  and  for  replacing  the  Physical  Education 
Building  roof.   The  balance  of  the  bond  proceeds  were 
reappropriated  to  other  agencies.   While  the  bonds  remain  the 
general  obligation  of  the  State  of  Montana,  the  Board  of  Regents 
has  entered  into  an  agreement  which  obligates  the  College  to  pay 
the  State  Treasurer  an  amount  sufficient  to  pay  the  principal  and 
interest  due  on  the  bond  proceeds  allocated  to  the  College. 
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The  initial  bond  payment  was  due  August  25,  1985,  and  continues 
on  the  25th  of  each  month  thereafter  until  bond  maturity  on 
August  1,  2000.  Principal  and  interest  paid  by  Western  Montana 
College  in  Fiscal  Year  1998  was  $10,709.  Revenues  derived  from 
land  grant  income,  building  fees,  and  usage  charges  are  pledged 
to  pay  the  obligation. 

NOTE  9  -  AFFILIATED  ORGANIZATIONS 

The  College  is  a  component  unit  of  the  State  of  Montana  and 
administratively  attached  to  The  University  of  Montana  - 
Missoula.   These  financial  statements  include  only  the  funds  and 
account  groups  of  the  College. 

The  College  is  also  affiliated  with  the  Western  Montana  College 
Foundation,  a  private  nonprofit  organization.   The  Foundation 
operates  solely  to  provide  support  for  the  College.   Services 
provided  for  the  College  by  the  Foundation  include  fund  raising, 
grant  development,  planning  and  conducting  development  campaigns, 
and  providing  consultation  on  development  activities  to  promote 
the  College.   In  return  for  these  services  the  College  provides 
office  space  and  utilities  for  the  Foundation  staff  and  access  to 
he  College  computer  staff  and  facilities.   In  Fiscal  Year  1998 
the  College,  per  agreement,  also  paid  the  Foundation  $14,000  for 
services.   The  College's  Director  of  Development  serves  as  the 
Executive  Director  of  the  Foundation. 

The  Foundation  pays  24  percent  of  the  total  salary  for  this 
position.   This  contribution  was  $20,727  in  Fiscal  Year  1998. 

In  Fiscal  Year  1997  the  Foundation  provided  the  College  with 
$377,893,  for  scholarships,  athletics,  and  educational  and  public 
service  programs.  In  Fiscal  Year  1998  the  Foundation  provided  the 
College  with  $151,488,  for  scholarships,  athletics  and 
educational  and  public  service  programs. 

During  fiscal  years  1998  and  1997,  respectively,  Western  Montana 
College  received  transfers  from  The  University  of  Montana- 
Missoula  of  $51,663  and  $168,000. 

NOTE  10  -  YEAR  2000  DISCLOSURE 

The  year  2000  (Y2K)  issue  is  the  result  of  shortcomings  in  many 
electronic  data  processing  systems  and  other  electronic  equipment 
that  may  adversely  affect  the  operations  of  Western  Montana 
College  of  the  University  of  Montana  beginning  in  the  year  1999. 
The  problem  is  that  many  computer  programs  use  only  the  last  two 
digits  when  referring  to  a  year.   Many  programs  will  not  be  able 
to  distinguish  between  the  year  2000  and  the  year  1900.   This  may 
cause  inaccurate  processing  of  information  or  a  complete  halt  to 
processing. 
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The  campuses  of  the  University  of  Montana  have  been  addressing 
the  Y2K  issue  for  the  last  2  years.   The  major  administrative 
support  systems  have  been  replaced  or  upgraded  or  are  in  the 
process  of  being  replaced  or  upgraded  to  systems  that  are  year 
2000  compliant.   These  systems  include  Finance (purchasing, 
payables  and  accounting),  Human  Resource (personnel  and  payroll) 
and  Student  (billing,  financial  aid,  admissions  and  registrar) . 

Western  Montana  College  of  the  U  of  M  does  not  anticipate  any 
disruption  of  services  as  a  result  of  non-compliant  internal 
systems.   However,  because  of  the  unprecedented  nature  of  the  Y2K 
issue  and  the  interaction  with  and  dependence  on  third  parties, 
the  effects  of  and  the  success  of  remediation  efforts  will  not  be 
fully  determinable  until  fiscal  year  200  and  thereafter. 


WESTERN  MONTANA  COLLEGE  OF  THE  UNIVERSITY  OF  MONTANA 
SCHEDULE  OF  FULL-TIME  EQUIVALENT  (FTE)  STUDENTS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1997  and  1998 


Undergraduate 
Semester  Year  FTEs  * 


Summer  1997  153 

Autumn  1997  984 

Spring  1998  927 

*  Undergraduate  semester  credit  hours  divided  by  15 
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INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  audited  the  accompanying  Balance  Sheet  of  the  Helena  College  of  Technology  of  The  University  of 
Montana,  a  component  unit  of  the  state  of  Montana,  as  of  June  30,  1998,  and  the  related  Statements  of 
Changes  in  Fund  Balance  and  the  Statements  of  Current  Funds  Revenues,  Expenditures  and  Other  Changes 
for  each  of  the  two  fiscal  years  ended  June  30,  1998.  The  information  contained  in  these  financial  statements 
is  the  responsibility  of  the  university's  management.  Our  responsibility  is  to  express  an  opinion  on  these 
financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards    Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are 
free  of  material  misstatement    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  in  the  financial  statements    An  audit  also  includes  assessing  the  accounting  principles  used 
and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement 
presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the  financial 
position  of  the  Helena  College  of  Technology  of  The  University  of  Montana  as  of  June  30,  1998.  and  the 
changes  m  fund  balances  and  the  current  funds  revenues,  expenditures,  and  other  changes  for  each  of  the  two 
fiscal  years  then  ended  in  conformity  with  generally  accepted  accounting  principles. 

As  discussed  in  note  2  to  the  financial  statements,  the  Helena  College  of  Technology  of  The  University  of 
Montana  changed  its  capitalization  limits  for  fixed  assets,  invested  excess  monies  in  the  General  Operating 
and  Designated  Funds,  and  implemented  GASB  Statement  No.  3 1  in  fiscal  year  1997-98. 


Respectfullv  submitted, 


lames  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  13,  1998 
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The  Helena  College  of  Technology 
A  Component  Unit  of  the  State  of  Montana 
NOTES  TO  FINANCIAL  STATEMENTS 

For  the  Two  Years  Ending  June  30,  1998 

1.  Summary  of  Significant  Accounting  Policies 
BASIS  OF  PRESENTATION 

The  Helena  College  of  Technology  financial  statements  includes  all  activities  of  the  College. 

The  financial  statements  for  The  Helena  College  of  Technology  are  included  as  a  component  pan  of  the  State  of  Montana  General 
Purpose  Financial  Statements  which  are  prepared  annually  and  presented  in  the  Montana  Comprehensive  Annual  Financial  Report. 

The  College  follows  the  standards  of  accounting  and  reporting  as  described  by  National  College  and  University  Business  Officers 
(NACUBO).  In  accordance  with  Governmental  Accounting  Standard  No.  15,  "Governmental  College  and  University  Accounting 
and  Reporting  Models."  the  College  has  adopted  the  American  Institute  of  Certified  Public  Accountants'  (AJCPA)  "College  Guide 
Model." 

BASIS  OF  ACCOUNTING 

The  financial  statements  of  the  College  have  been  prepared  on  the  accrual  basis,  except  for  depreciation  accounting.  The  statement  of 
current  funds  revenues,  expenditures,  and  other  changes  is  a  statement  of  financial  activities  related  to  the  current  reportine 
period.  It  does  not  purport  to  present  the  results  of  operations  or  the  net  income  or  loss  for  the  period  as  would  a  statement  of 
income  or  a  statement  of  revenues  and  expenses. 

To  the  extent  that  current  funds  are  used  to  finance  plant  assets,  the  amounts  so  provided  are  accounted  for  as  (1)  expenditures,  in  the 
case  of  normal  additions;  (2)  mandatory  transfers,  in  the  case  of  required  provisions  for  debt  amortization  and  interest,  and 
property  renewal  and  replacement;  and  (3)  other  transfers,  for  all  other  cases. 

FUND  ACCOUNTING 

The  financial  records  are  maintained  in  accordance  with  the  principles  of  fund  accounting.  These  principles  require  that  resources  be 
classified  for  accounting  and  reporting  purposes  into  fund  groups  according  to  the  activities  or  objectives  specified  for  the 
resources.  Accounts  are  separately  maintained  for  each  fund.  In  the  accompanying  financial  statements,  funds  that  have  similar 
characteristics  have  been  combined  into  fund  groups.   Descriptions  of  these  fund  groups  are  as  foilows: 

Current  funds  -  Current  funds  are  used  primarily  to  account  for  transactions  made  in  performing  the  primary  and  support  objectives 
of  the  College:  instruction,  academic  support,  student  services,  institutional  support,  operation  and  maintenance  of  plant, 
scholarships  and  fellowships,  and  auxiliary  activities.   Funds  included  in  this  classification  consist  of: 

A.  General  operating  funds  -  These  funds  are  used  to  account  for  transactions  relating  to  the  educational  and  general  operations  of  the 
College.   The  fund  balance  includes  the  unfunded  liability  of  $206,678  for  compensated  absences  and  associated  benefits. 

B.  Designated  funds  -  These  funds  are  used  to  account  for  educational-related,  chargeback,  and  administrative  activities,  which  are 
essentially  self-supporting.  Resources  in  this  fund  group  have  been  designated  for  specific  purposes  by  the  College  or  by  the 
Montana  Board  of  Regents. 

C.  Auxiliary  enterprise  funds  -  These  funds  are  used  to  account  for  transactions  of  substantially  self-supporting  activities  that 

primarily  provide  services  for  students,  faculty  and  staff.     Auxiliary  enterprises  include  activities  such  as   the  Bookstore  and 

Cafeteria. 
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D.  Restricted  funds  -  These  funds  are  used  to  account  for  current  funds  expended  for  operating  purposes  but  restricted  by  donors  or 
other  outside  agencies  as  to  the  how  they  may  be  spent.  Revenues  of  the  restricted  funds  are  reported  in  the  statement  of  current 
funds  revenues,  expenditures  and  other  changes  only  to  the  extent  expended  for  current  operating  purposes.  The  excess  of  receipts 
over  or  under  expenditures  is  included  as  an  addition  or  deduction  to  fund  balance  for  the  year. 

Student  loan  funds  -  These  funds  are  available  as  short-term  loans  to  students  on  an  emergency  basis  and  are  provided  by  private  and 
College  sources. 

Endowment  and  similar  funds  -  These  funds  have  specific  donor  or  other  outside  agency  restrictions  prohibiting  the  expenditure  of  the 
principal.  Generally,  the  principal  is  to  be  maintained  in  perpetuity  and  invested  to  produce  income.  The  income  may  or  may  not 
be  restricted  as  to  use,  at  the  donor's  instruction. 

Plant  funds  -  These  funds  are  used  to  account  for  the  transactions  relating  to  investment  in  College  properties.  Plant  funds  include: 

A.  Unexpended  plant  fund  -  comprised  of  amounts,  which  have  been  appropriated  or  designated  for  land,  improvements,  buildings, 
and  equipment. 

B.  Renewal  and  replacement  fund  -  comprised  of  amounts  provided  for  renewal  and  replacement  of  properties. 

C.  Retirement  of  indebtedness  fund  -  accumulates  resources  for  interest  and  principal  payments  and  other  debt  service  charges 
relating  to  plant  fund  indebtedness. 

D.  Net  investment  in  plant  fund  -  represents  the  total  of  property,  buildings,  equipment,  and  related  liabilities. 

Agency  funds  -  These  funds  are  used  to  account  for  assets  held  by  the  College  as  custodian  or  fiscal  agent  for  others.  Consequently, 
the  transactions  of  this  fund  do  not  affect  the  statement  of  changes  in  fund  balances. 

2.  Changes  in  Accounting  and  Reporting 

Capitalization  Policy 

Effective  July  1,  1997,  the  State's  capitalization  limit  was  increased  from  $1,000  to  55,000  All  state  agencies  are  required  to  capitalize  fixed 
assets  only  if  an  item's  unit  cost  is  $5,000  or  more  and  the  item  has  a  useful  life  of  more  than  one  year.  This  change  in  accounting  and 
reporting  resulted  in  a  reduction  of  Property,  Equipment  and  Other  Assets  in  Net  Investment  in  Plant  of  $886,572. 

Investment  of  Current  Operating  and  Designated  Funds 

Effective  July  1,  1998,  the  College  was  authorized  and  required  to  invest  excess  monies  in  the  General  Operating  and  Designated  Fund 
groups.  The  projected  earnings  on  these  funds  reduced  the  general  fund  appropriation.  Any  investment  earnings  in  excess  of  the  projected 
amount  for  the  fiscal  years  were  to  be  used  for  the  Montana  Tuition  Assistance  Program. 

Investment  earnings  from  all  campuses  of  The  University  of  Montana  were  pooled  and  distributed  to  The  University  of  Montana  -  Missoula, 
Montana  Tech,  Western  Montana  College,  and  Helena  College  of  Technology  based  on  the  legislative  reduction  of  the  general  fund 
appropriation.  Earnings  in  excess  of  the  required  amount  totaled  $1 12,120.  This  amount  was  distributed  to  the  four  campuses  based  on  actual 
resident  undergraduate  enrollment  for  FY98.  The  Helena  College  of  Technology's  share  was  $7,110. 

Investment  Reporting  at  Fair  Value 

Statement  #31  of  the  Governmental  Accounting  Standards  Board  requires  The  Helena  College  of  Technology  to  report  certain  investments  at 
fair  value  on  the  balance  sheet.  Fair  value  is  the  amount  at  which  a  financial  instrument  could  be  exchanged  in  a  current  transaction  between 
willing  parties.  All  investment  income,  including  changes  in  the  fair  value  of  investments,  is  reported  as  invesunent  income  in  the  financial 
statements.  GASB  statement  #31  is  effective  for  years  beginning  after  June  15,  1997.  Changes  to  investment  values  at  June  30,  1997  are 
included  as  prior  year  adjustments  on  the  Statement  of  Changes  in  Fund  Balance. 
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3.  Assets 

Investments  -  Investments  at  June  30,  1998  consisted  of  the  following: 

Investments  Held  by  the  State  of  Investments  Held 

Montana  Board  of  Investments  by  Trustees 

Cash  Equivalents  $342,853  $-> 

Stocks  and  Bonds  22,186 

$365,039  $~J~ 

Cash  equivalents  consist  of  cash  invested  in  the  Short  Term  Investment  Pool  (STIP)  with  the  Montana  Board  of  Investments 
Cash  equivalents  are  classified  as  Risk  Category  #1 . 

STIP  investments  are  purchased  in  accordance  with  the  statutorily  mandated  "Prudent  Expert  Principle"  The  STIP  nortfolio 
includes  asset-backed  and  variable  rate  securities  to  provide  diversification  and  a  competitive  rate  of  return  '  Non-mortEaee  assets 
Pledged  by  the  issuer  collateralize  asset-backed  securities.  Asset-backed  securities  have  one  or  more  forms  of  credit  enhancement 
to  raise  the  quality  of  the  security.  cuuauLcmeni 

Stocks  and  bonds  consist  of  assets  held  in  the  Montana  Stock  Pool  (Montcomp)  administered  by  the  Montana  Board  of 
investments.   Montcomp  investments  are  purchased  in  accordance  with  the  statutorily  mandated  "Prudent  Expert  Principle" 

The  Montcomp  portfolio  includes  common  stock,  convertible  corporate  debt  consisting  of  coupon  and  zero  coupon  bonds  and 
convertible  equity  securities.  Common  stock  represents  ownership  units  (shares)  of  a  public  corporation.  Common  stock  owners 
are  entitled  to  vote  on  director  selection  and  other  important  matters  as  well  as  receive  dividends  on  their  holdings  Convertible 
secunues  are  securities  carrying  the  right  to  exchange,  or  "convert"  the  instrument  for  other  securities  of  the  issuer  or  of  another 
issuer.  This  definition  most  often  applies  to  preferred  stocks  or  corporate  bonds  carrying  the  right  to  exchange  for  a  fixed  number 
of  shares  of  the  issuer's  common  stock.  Zero  coupon  bonds,  sold  at  a  deep  discount  from  par.  make  no  periodic  coupon 
payments.  * 

Investments  are  carried  at  cost  or.  in  the  case  of  gifts,  fair  market  value  at  date  of  receipt.  The  market  value  of  cash  equivalents 
and  investments  held  by  the  State  of  Montana  Board  of  Investments  was  $365,039.  The  market  value  of  cash  equivalents  and 
investments  held  by  trustees  was  $2.  ^uivaichis  ana 

Securities  Lending  Transactions  -  Under  the  provisions  of  state  statutes,  the  Board  of  Investments  has.  via  Securities  Lendmc 
Authorization  Agreement,  authorized  the  custodial  bank,  State  Street  Bank  and  Trust,  to  lend  the  Board's  securities  to  broker" 
dealers  and  other  entities  with  a  simultaneous  agreement  to  return  the  collateral  for  the  same  securities  in  the  future  Dunne  the 
period  the  securities  are  on  loan,  the  Board  receives  a  fee  and  the  custodial  bank  must  initially  receive  collateral  equal  to"  102 
percent  of  the  market  value  of  the  loaned  securities  and  maintain  collateral  equal  to  not  less  than  100  percent  of  the  market  value 
of  the  loaned  security.   The  Board  retains  all  rights  and  risks  of  ownership  during  the  loan  period. 

During  fiscal  year  1998.  State  Street  Bank  lent,  on  behalf  of  the  Board,  certain  securities  held  by  State  Street  as  custodian  and 
received  m  return,  U.S.  dollar  currency,  U.S.  Government  securities  and  irrevocable  bank  letters  of  credit.  State  Street  does  not 
have  the  ability  to  pledge  or  sell  collateral  securities  unless  the  borrower  defaults. 

The  Board  did  not  impose  any  restrictions  during  fiscal  year  1998  on  the  amount  of  loans  that  State  Street  made  on  its  behalf 
t     There  were  no  failures  by  any  borrowers  to  return  loaned  securities  or  pay  distributions  thereon  durine  fiscal  year  1998  and  there 
were  no  losses  resulting  from  default  of  the  borrowers  or  State  Street. 

During  fiscal  year  1998,  the  Board  and  the  borrowers  maintained  the  right  to  terminate  all  securities  lending  transactions  on 
demand.  The  cash  collateral  received  on  each  loan  was  invested,  together  with  the  cash  collateral  of  other  qualified  plan  lenders 
m  a  collective  investment  pool,  the  Securities  Lending  Quality  Trust.  The  relationship  between  the  average  maturities  of  the 
investment  pool  and  the  Board's  loans  was  affected  by  the  maturities  of  the  loans  made  by  other  plan  entities  that  invested  cash 
collateral  in  the  collective  investment  pool,  which  the  Board  could  not  determine.  On  June  30,  1998  the  Board  had  no  credit  risk 
exposure  to  borrowers. 

Security  lending  cash  collateral  for  The  Helena  College  of  Technology  at  June  30,  1998  was  $20,482. 

Inventories  -  Inventories  are  comprised  of  consumable  supplies,  food  items,  and  items  held  for  resale  or  recharge  within  the  College. 
The  larger  inventories  are  valued  using  the  moving  average  method.  Other  inventories  are  valued  usinc  FIFO  or  specific 
identification  methods. 
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Plant  Assets  -  Plant  —  are  «-  a,  ».  when  pureed L« ~ed  -  "rSdt  a^ *£SSer' T» 

at  date  of  gift.   Intangible  assets  ^J^SmSS^^^S^S^I  -«  -*-  •—  ""  — "  * 
year  period.  The  value  reported  is  net  of  aecumutod  a^^auon^q  p  ^  ^     ^  ^ 

^ :rs  rsrs ssm  ^-  ^«  - »-  -  -  -—  - — -  - 

College. 

c      a    a  m«   8    -  Annlicabilitv  of  FASB  Statement  No.  93,  Recognition  of  Depreciation  by  Not-for-Profit 
Governmental  Accountmg  Standard  No   8.    ^PPl^abimy  oi  r  _  govemmental  colleges  and  universities  should  not 

rr^Sr^'SS  -s  as  a  result  of  FASB  Sutement  No.  9,    Accord.,,  dae 
College  does  not  record  depreciation  of  plant  assets. 
Property,  equipment  and  other  assets  at  June  30,  1998  consisted  of  the  following: 

<K  33,097 

Intangible  Assets  * 

Buildings  and  Improvements  793399 

Furniture  and  Equipment  • 

Library  Books  and  Materials  35 1  948 

Land/Land  Improvements  3     ' 

Total  $  4,323,140 

4.  Liabilities 

Capita,  Leases  -  The  CoHege  has  furore  —  lease  euro—  for  noncancelable  cap,,*  .ease  obUgarions  cons,s,u,g  of  dae 
following  at  June  30,  1998: 

Fiscal  Year  Capital  Leases 

1999  29.059 

2000  26-640 

2001  22.407 

2002  ° 
Thereafter                             9 

82,289 
Minimum  Lease  Payments  6_3 

Amount  Representing  Interest  45  636 

Present  Value  of  Net  Minimum 

Lease  Payments 

Bonds  Payah,e  -  Toe  revenue  bonds  d,se,osed  -"^C^-^S^-tS:' 
Higher  Education  for  the  State  of  Montana  (ou  behalf  of  The  Item**  or »  1  ^  of  M(muna    m. 

me  total  aggregate  princ.pal  amount  origin,,, ^^^^4^^^ clhS  p^al ^SSS-^ 

Indenture  for  all  campuses  of  The  Umversity  of  Montana  was  S126,4y».  /<w 
30,  1998  is  $118. 123.744. 

3ond-    .villi  inieru.»t  rates 


a  «ms  r\*.n  nnn  in  Series  \  1993  Revenue  Bond*  .villi  inieru.»t  rates 
On  November  10.  1993.  the  University  of  ^^*»-™£X^™  ««  A  and  B  Revenue  bonds  with 
ranging  from  2.3  to  5.0  percent  to  advance  refund  S15.383.64i  or  o  g  ^.^  ^   ^  Unive,Miy 

mte'rest  rates  ranging  from  6.0  to  9.75  P^£~££  J^^g^  m  ,,  irrevoc.ble  trust  with  an  escrow  agent 
were  used  to  purchase  U.S.  Government  securities.   ™ose  *e™  *         ^   ,       her  Wlth  cerlaiD  funds  and  monies  of 

l0  legally  defease  the  1985/1987  Series  A  and  B  Bond,    Th    balance  ^  the  p  o  .      g^^  ^  ^^  rf  cerUin 

the  Umversity  provided  funds  for  ■* -g^^^ 
facilities  and  properties  at  the  Umversity.  The  Helena  umege  oi 

Page  D-14 


On  January  5,  1995.  The  Helena  College  of  Technology  and  The  University  of  Montana  issued  $7,556,463  in  Series  B  1995 
Revenue  Bonds  with  interest  ranging  from  4.6  to  6.95  percent.  The  Helena  College  of  Technology  received  proceeds  totaling 
$620,000  from  this  bond  issue.  These  funds  financed  the  construction  of  the  Student  Center  in  the  Donaldson  Building. 

On  December  14,  1995,  The  Helena  College  of  Technology  and  The  University  of  Montana  issued  $34,406,780  in  Series  C  1995 
Revenue  Bonds  with  interest  ranging  from  3.8  to  5.375  percent.  The  Helena  College  of  Technology  received  proceeds  totaling 
$146,636  from  this  bond  issue.  These  funds  financed  the  completion  of  the  Student  Center  in  the  Donaldson  Building. 

On  November  15,  1996  The  University  of  Montana  issued  $25,815,501  in  Series  D  1996  Revenue  Bonds  with  interest  ranging 
from  4.0  to  5.75  percent.  The  Helena  College  of  Technology  did  not  receive  proceeds  from  this  bond  issue. 

On  June  26,  1998,  the  University  of  Montana  issued  $10,670,000  in  Series  E  1998  Revenue  Bonds  with  interest  ranging  from 
3.75  to  5.00  percent.  The  Helena  College  of  Technology  did  not  receive  proceeds  from  this  bond  issue. 

Included  in  the  Series  D  proceeds  is  $7,000,000  for  classroom  and  laboratory  renovations  at  all  campuses  for  which  The 
University  of  Montana  has  administrative  oversight.  Beginning  in  FY98,  a  student  fee  for  academic  facilities  was  collected  on  all 
four  campuses  and  remitted  to  the  Missoula  campus  for  debt  service  on  the  $7,000,000. 

Revenue  bonds  are  payable  from  certain  auxiliary  and  designated  operations,  student  fees  and  other  revenues  as  defined  in  the 
bond  indentures. 

Revenue  Bonds  Payable  as  of  June  30,  1998  annual  principal  payments  are  as  follows: 

Series  B  1995 

Principal 

40,000 
40,000 
40.000 
40.000 
360.000 

Total  1995  B  Bonds  Payable  $520,000 


Fiscal 

Year 

Interest  Rate 

1999 

5.20-5.40% 

2000 

5.40-5.50% 

2001 

5.50-5.60% 

2002 

5.60-5.70% 

2003  + 

5.70-6.65% 

Series  C  1995 

1999 

4.10- 

4.20% 

2,364 

2000 

4.20- 

4.30% 

2,535 

2001 

4.30- 

4.375% 

2,621 

2002 

4.375 

-4.50% 

2,734 

2003  + 

4.50- 

5.375% 

Less  Unamortized  Discount 
Total  C  Bonds  Payable 

135.214 
145,468 

(5,967) 
$139,501 

Compensated  Leave  -  Eligible  College  employees  earn  8  hours  sick  and  10  hours  annual  leave  for  each  month  worked.  The  accrual 
rate  for  annual  leave  increases  with  longevity.  Eligible  employees  may  accumulate  annual  leave  up  to  twice  their  annual  accrual. 
Sick  leave  may  accumulate  without  limitation.  Twenty-five  percent  of  accumulated  sick  leave  earned  after  July  1,  1971  and  100 
percent  of  annual  leave  vests  to  each  employee  as  earned  and,  if  not  used  during  employment,  is  paid  upon  termination.  Sick  and 
annual  leave  expense  includes  an  increase  of  $43,824  in  estimated  compensated  absence  liability.  Prior  to  FY98,  estimated 
compensated  absence  liability  included  compensation  only.  In  FY98,  this  figure  was  calculated  to  include  mandatory  benefits  paid 
by  The  Helena  College  of  Technology.  As  a  result  of  this  change,  a  prior  year  adjustment  in  the  amount  of  $29,029  was  recorded 
for  the  mandatory  benefits  related  to  compensated  absences  recorded  for  years  prior  to  FY98.  The  amount  of  $14,795  was 
recorded  for  compensated  absences  and  benefits  related  to  FY98. 

5.  Federal  Aid  Fees 

The  College  assesses  a  fee  to  cover  administrative  costs  of  the  Federal  Perkins  Grant  Fund  and  federal  student  aid  programs.  Federal 
regulations  permit  the  entire  fee  to  be  charged  to  a  single  program  or  distributed  equally,  or  unequally,  to  the  various  program  at 
the  College's  option.  Administrative  costs  charged  to  federal  financial  aid  programs  in  fiscal  year  ending  June  30,  1997  and  June 
30,  1998  were  $10,104  and  $10,497  respectively. 
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6.  Retirement  Plans 

Full-time  employees  of  The  College  of  Technology  are  all  members  of  the  Public  Employees  Retirement  System  (PERS),  Teachers' 
Retirement  System  (TRS),  or  the  Optional  Retirement  Program  (ORP)  as  described  below.  Only  faculty  and  administrators  with 
contracts  under  the  authority  of  the  Board  of  Regents  are  enrolled  under  TRS  or  ORP.  Beginning  July  1,  1993  State  legislation 
required  all  new  faculty  and  administrators  with  contracts  under  the  authority  of  the  Board  of  Regents  to  enroll  in  ORP. 

PERS  and  TRS 

PERS  and  TRS  are  statewide;  cost-sharing  multiple  employers  defined  benefit  retirement  plans.  The  plans  are  established  under  State 
law  and  are  administered  by  the  State  of  Montana.  The  plans  provide  retirement,  disability,  and  death  benefits  to  plan  members 
and  beneficiaries.  PERS,  a  mandatory  system  established  by  the  State  in  1945,  provides  retirement  services  to  substantially  all 
public  employees. 

TRS,  established  in  1937,  provides  retirement  services  to  all  persons  employed  as  teachers  or  professional  staff  of  any  public 
elementary  or  secondary  school,  or  unit  of  the  Montana  University  System. 

Contribution  rates  for  the  plan  are  required  and  determined  by  State  law.    The  contribution  rates  for  1998,  expressed  as  a 
percentage  of  covered  payrolls  are  as  follows: 


Employee 


Employer 


PERS      6.80% 
TRS         7.044% 


6.80% 
7.47% 


The  amounts  contributed  to  the  plan  during  years  ended  June  30,  1996,  1997,  and  1998  were  equal  to  the  required  contribution 
each  year.  The  amounts  contributed  were  as  follows: 


FY  1996 


FY  1997 


FY  1998 


PERS 

-  Employer 

$22,301 

$25,225 

$29,953 

Employee 

$22,301 

$25,225 

$29,953 

TRS- 

Employer 

$88,398 

$109,704 

$77,352 

Employee 

$83,309 

$103,389 

$72,899 

The  plans  issue  publicly  available  annual  reports  that  includes  financial  statements  and  required  supplemental  information. 
The  reports  may  be  obtained  from  the  following: 


Public  Employees'  Retirement  Division 
P.O.  Box  200131 
1712  Ninth  Avenue 
Helena,  Montana  59620-0131 
(406)  444-3154 


Teachers  Retirement  Division 
P.O.  Box  200139 
1500  Sixth  Avenue 
Helena,  MT  59620-0139 
(406)444-3134 


ORP 

ORP  was  established  in  1988  and  is  underwritten  by  the  Teachers'  Insurance  and  Annuity  Association  -  College  Retirement  Equities 
Fund  (TIAA-CREF).  The  ORP  is  a  defined  contribution  plan.  Contribution  rates  for  the  plan  are  required  and  determined  by 
State  law.  The  College's  contributions  were  equal  to  the  required  contribution.  The  benefits  at  retirement  depend  upon  the 
amount  of  contributions,  amounts  of  investment  gains  and  losses  and  the  employee's  life  expectancy  at  retirement.  Under  the 
ORP,  each  employee  enters  into  an  individual  contract  with  TIAA-CREF.  The  Helena  College  of  Technology  records 
employee/employer  contributions  and  remits  monies  to  TIAA-CREF.   Individuals  are  immediately  vested  with  contributions. 


Contributions  to  ORP  for  fiscal  year  1998  are  as  follows: 


Covered  Payroll 
Employer  Contributions 
Percent  of  Covered  Payroll 
Employee  Contributions 
Percent  of  Covered  Payroll 


Page  D-16 


ORP 

(TIAA-CREF) 
S45 1.725 
22.405 

4.96% 
31.819 
7.044% 


In  addition,  a  total  of  $11,307  or  2.503%  was  contributed  to  TRS  from  ORP  employer  contributions  to  amortize  past  service 
unfunded  liability  in  accordance  with  state  law. 

Annual  reports  that  include  financial  statements  and  required  supplemental  information  on  the  plan  are  available  from: 

TIAA-CREF 

730  Third  Avenue 

New  York,  New  York  10017-3206 

1-800-842-2733 


7.  Contingencies 

Funds  provided  to  the  College  and  accounted  for  in  the  current  restricted  funds  and  student  loan  funds  are  subject  to  review  and  audit 
by  cognizant  granting  agencies.  The  College  does  not  expect  any  material  adjustments  or  repayments  to  result  from  such  audits. 

Although  the  College  is  exempt  from  federal  income  tax  as  an  instrumentality  of  the  State  of  Montana,  the  Internal  Revenue  Service 
may  consider  certain  income  generated  unrelated  business  income.  The  Montana  University  System  files  appropriate  tax  returns 
with  the  ERS  to  report  such  income.  Because  the  tax  liability  for  the  System  as  a  whole  is  not  material,  jio  provision  is  recorded  in 
the  accompanying  financial  statement. 

8.  Affiliated  Organizations 

The  Helena  College  of  Technology  is  a  component  unit  of  the  State  of  Montana.  These  financial  statements  include  only  the 
activities,  funds,  and  accounts  of  the  College.  A  private  nonprofit  organization  affiliated  with  the  College  is  the  Helena  College  of 
Technology  Foundation.     This  foundation  exists  exclusively  for  the  purposes  of  encouraging,  promoting,  and  supporting  the 
educational  programs  at  or  in  connection  with  the  College.    In  exchange,  the  College  provides  the  foundation  with  office  space. 
In  fiscal  years  1997  and  1998  there  was  no  activity  in  the  Helena  College  of  Technology  Foundation. 

9.  Year  2000  Disclosure 

The  Year  2000  (Y2K)  issue  is  the  result  of  shortcomings  in  many  electronic  data  processing  systems  and  other  electronic  equipment 
that  may  adversely  affect  the  operations  of  The  Helena  College  of  Technology  beginning  in  the  year  1999.   The  problem  is  that 
many  computer  programs  use  only  the  last  two  digits  when  referring  to  a  year.   Many  programs  will  not  be  able  to  distinguish 
between  the  year  2000  and  the  year  1900.  This  may  cause  inaccurate  processing  of  information  or  a  complete  halt  to  processing. 

The  Helena  College  of  Technology  has  been  addressing  the  Y2K  issue  for  the  last  2  years.   The  major  administrative  support  systems 
have  been  replaced  or  upgraded  or  are  in  the  process  of  being  replaced  or  upgraded  to  systems  that  are  Year  2000  compliant. 
These  systems  include  Finance  (purchasing,  payables,  and  accounting).  Human  Resource  (personnel  and  payroll),  and  Student 
(billing,  financial  aid,  admissions,  and  registrar). 

The  Helena  College  of  Technology  does  not  anticipate  any  disruption  of  services  as  a  result  of  non-compliant  internal  systems. 
However,  because  of  the  unprecedented  nature  of  the  Y2K  issue  and  the  interaction  with  and  dependence  on  third  parties,  the 
effects  of  and  the  success  of  remediation  efforts  will  not  be  fully  determinable  until  fiscal  year  2000  and  thereafter. 
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9  April,  1999 

Mr.  Scott  A.  Seacat 
Legislative  Auditor 
Legislative  Audit  Division 
Room  135  State  Capitol 
P.  O.  Box  201705 
Helena,  MT  59620-1705 

Dear  Mr.  Seacat: 


I  enclose  The  University  of  Montana's  response  to  Legislative  Audit  Division 
Financial-Compliance  Audit  for  the  two  fiscal  years  ended  30  June  1998.  We 
concur  with  all  recommendations  and  will  address  them  as  outlined  in  our  response. 

We  appreciate  the  cooperative  efforts  made  by  the  audit  team  and  thank  those 
involved  for  their  assistance.  I  believe  we  continue  to  make  progress  toward 
providing  more  consistent  financial  information  for  all  campuses  of  The  University 
of  Montana.  We  also  gain  a  fresh  perspective  from  these  audits  of  our  processes 
and  procedures. 


ffge 
President 

Enclosure 


enmson, 


c:         K.  Burgmeier,  Director,  Internal  Audit 

V.  S.  Cole,  Vice  President  for  Administration  and  Finance 
R.  Crofts,  Commissioner  of  Higher  Education 
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The  University  of  Montana  r      APR  \3m 

Response  to  Legislative  Audit  Division 

Financial-Compliance  Audit  i 

For  the  Two  Fiscal  Years  Ended  30  June  1998 
9  April  1999 

RECOMMENDATION  #1 

WE  RECOMMEND  THE  UNIVERSITY: 

A.  RECORD  WORLD  TRADE  CENTER  FINANCIAL  ACTIVITY  ON  ITS 
ACCOUNTING  RECORDS  IN  ACCORDANCE  WITH  STATE  LAW. 

The  University  concurs  with  the  recommendation.  University  personnel  will  develop 
and  outline  the  appropriate  structure  for  operations  of  the  Montana  World  Trade  Center. 
Once  the  structure  is  developed  mechanisms  will  be  established  that  allow  for  donations 
as  well  as  university  program  activities.  The  development  and  implementation  of  a 
revised  structure  will  be  completed  by  1  July  1999. 

B.  CHARGE  ONLY  ALLOWABLE  COSTS  TO  THE  WORLD  TRADE  CENTER 
FEDERAL  AWARD. 

The  University  concurs  with  the  recommendation.    University  personnel  from 
Montana  World  Trade  Center,  Research  Administration,  and  Business  Services  now  meet 
regularly  to  proactively  address  Montana  World  Trade  Center  financial  activity.  The 
focus  of  the  committee  is  to  educate  all  those  involved  with  state  and  federal  rules  and 
regulations  applicable  to  the  Montana  World  Trade  Center's  fiscal  operations.  The 
committee  will  meet  as  necessary  to  address  accounting  issues. 

C.  REPORT  PROGRAM  INCOME  TO  THE  FEDERAL  AWARDING  AGENCY. 

The  University  concurs  with  the  recommendation.  University  personnel  completed  a 
review  of  funds  generated  by  the  Montana  World  Trade  Center.  All  income  that  was 
determined  to  be  Program  Income  will  be  reported  to  the  federal  awarding  agency.  The 
University  expects  completing  the  process  of  reporting  the  program  income  to  the 
appropriate  federal  agency  by  1  August  1999.  Fiscal  Year  1998  actual  membership  fees 
for  the  Montana  World  Trade  Center  Dues  totaled  $39,700. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  UNIVERSITY  DEVELOP  AND  IMPLEMENT 
PROCEDURES  TO  MONITOR  SUBRECfflENTS  OF  FEDERAL  AWARDS  IN 
ACCORDANCE  WITH  THE  SINGLE  AUDIT  ACT  AMENDMENTS  OF  1996 
AND  THE  OFFICE  OF  MANAGEMENT  AND  BUDGET  CIRCULAR  A-133. 

The  University  concurs  with  the  recommendation.  University  personnel  will  revise 
the  drafted  procedures  and  ensure  compliance  with  the  current  OMB  Circular  A-133  by 
31  December  1999. 
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RECOMMENDATION  #3 

WE  RECOMMEND  THE  UNIVERSITY  RECOVER  INDIRECT  COSTS  TO  THE 

FULLEST  EXTENT  POSSIBLE  IN  ACCORDANCE  WITH  STATE  LAW. 

The  University  concurs  with  the  recommendation.  University  sponsored  program 
personnel  place  high  regard  to  collecting  the  full  amount  of  indirect  costs  due  the 
University.  Entities  with  which  the  University  contracts  seem  to  have  as  their  goal  to  pay 
the  lowest  amount  or  no  indirect  costs.  The  University  of  Montana  personnel  will 
continue  to  make  every  effort  to  collect  the  highest  indirect  cost  rate  allowable.  During 
fall  semester  1999,  the  Office  of  Research  and  Sponsored  Programs  will  be  conducting 
training  sessions  for  campus  grants  administrators.  University  procedures  pertaining  to 
budget  revisions  will  be  reviewed  at  that  time. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  UNIVERSITY: 

A.  IMPROVE  CONTROLS  OVER  FEDERAL  REPORTING  AND  COST 
SHARING  REQUIREMENTS  FOR  FEDERAL  AWARDS. 

The  University  concurs  with  the  recommendation.  Cost  sharing  policies  and 
procedures  will  be  reviewed  and  clearly  communicated  to  applicable  personnel.  For  the 
grant  in  question,  as  of  6  April  1999  the  principal  investigator  obtained  written 
documentation  from  the  industry  partners  to  support  $27,000  in  cost  sharing. 

B.  ENSURE  PRINCIPAL  INVESTIGATORS  FOR  FEDERAL  AWARDS  ARE 
ADEQUATELY  TRAINED  TO  ENSURE  COMPLIANCE  WITH  FEDERAL 
REGULATIONS. 

The  University  concurs  with  the  recommendation.    Emphasis  will  be  given  to 
increased  and  improved  training  of  principal  investigators  during  fall  semester  1999.  The 
training  program  will  cover  general  federal  regulations.  Specialized  training  will  be 
developed  for  departments  to  address  unique  regulations  or  requirements  on  an  as-needed 
basis. 

RECOMMENDATION  #5 
WE  RECOMMEND  THE  UNIVERSITY: 

A.  ENSURE  ITS  SYSTEM  FOR  REPORTING  TIME  AND  EFFORT  ON 
FEDERAL  AWARDS  COMPLY  WITH  FEDERAL  REGULATIONS. 

The  University  concurs  with  the  recommendation.  As  the  University  implements  the 
Banner  administrative  systems  on  all  campuses,  the  time  and  effort  certification  process 
developed  in  Missoula  will  be  available  for  implementation  on  the  other  campuses.  UM- 
Tech  will  implement  Banner  HRIS  and  the  time  and  effort  certification  process  in  July 
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1999.  UM-Missoula's  time  and  effort  certification  process  and  procedures  when 
followed  ensure  compliance  with  applicable  federal  regulations. 

B.  ENSURE  ITS  PRINCIPAL  INVESTIGATORS  COMPLY  WITH 
ESTABLISHED  SYSTEMS. 

The  University  concurs  with  the  recommendation.  The  fall  1999  semester  training 
program,  which  will  include  instructional  materials  and  workshops,  will  address  this 
recommendation  as  one  aspect  in  the  importance  of  the  University's  compliance  with 
federal  regulations. 

RECOMMENDATION  #6 

WE  RECOMMEND  THE  UNIVERSITY  RECALCULATE  THE  LEAVE  RATES 
USED  FOR  ITS  UM-TECH  LEAVE  POOL  TO  ENSURE  ADEQUATE  FUNDING 
FOR  ESTIMATED  SICK  AND  VACATION  LEAVE  EARNED  AND  TAKEN  BY 
EMPLOYEES  WORKING  ON  FEDERAL  AWARDS. 

The  University  concurs  with  the  recommendation.  Effective  1  July  1999,  The 
University  of  Montana  will  be  utilizing  one  payroll/personnel  system.  This  will  allow  the 
same  process  and  procedures  that  are  utilized  at  UM-Missoula  to  be  implemented  by 
UM-Tech. 

RECOMMENDATION  #7 

WE  RECOMMEND  THE  UNIVERSITY  REVIEW  ITS  ACCOUNTING 
PROCEDURES  TO  ENSURE  ACCOUNTING  RECORDS  ARE  IN 
COMPLIANCE  WITH  STATE  ACCOUNTING  POLICY  AND  LAW. 

The  University  concurs  with  the  recommendation.  With  the  implementation  of  the 
Banner  financial  module  University  personnel  will  review  current  accounting  procedures 
and  practices  for  efficiency  and  compliance.  A  review  of  accounting  practices  and 
rectifying  inconsistencies  among  the  campuses  will  be  addressed  as  accounting  personnel 
at  The  University  of  Montana  campuses  implement  Banner  finance.  The  issues  presented 
in  the  audit  report  will  be  corrected  by  fiscal  year  end  2000. 

RECOMMENDATION  #8 

WE  RECOMMEND  THE  UNIVERSITY  ACCOUNT  FOR  PETER  POTTER 

LOAN  FUND  IN  A  LOAN  FUND. 

The  University  concurs  with  the  recommendation.  University  personnel  made  a 
financial  statement  adjustment  for  FY  98  and  corrected  FY  99  to  account  for  the  activity 
in  the  loan  fund. 
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RECOMMENDATION  #9 

WE  RECOMMEND  THE  UNIVERSITY: 

A.  FOLLOW  ITS  ESTABLISHED  PROCEDURES  OVER  CAFETERIA  CASH 
COLLECTIONS. 

B.  DEPOSIT  CAFETERIA  CASH  COLLECTIONS  IN  ACCORDANCE  WITH 
STATE  LAW. 

The  University  concurs  with  the  recommendation.  Personnel  at  UM- Western's  Food 
Service  will  review  cash  receipting  procedures  making  necessary  changes  to  ensure 
compliance  with  state  laws.  Employees  received  additional  training  on  the  cash 
receipting  procedures  19  February  1999. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  UNIVERSITY  COMPETITIVELY  AWARD  FOOD 

SERVICE  CONTRACTS  IN  COMPLIANCE  WITH  STATE  LAW. 

The  University  concurs  with  the  recommendation.  University  personnel  will  issue  an 
RFP  for  food  services  at  UM-Tech  and  a  subsequent  contract  effective  FY  2001 . 

RECOMMENDATION  fll  1 

WE  RECOMMEND  THE  UNIVERSITY  NOTIFY  THE  ATTORNEY  GENERAL 
AND  THE  LEGISLATIVE  AUDITOR  OF  THEFTS  IN  ACCORDANCE  WITH 
STATE  LAW. 

The  University  concurs  with  the  recommendation.  University  personnel  will  make 
reasonable  attempts  to  ensure  more  timely  notifications  to  the  Attorney  General  and 
Legislative  Audit  Division.  However,  current  practice  will  continue  whereby  Internal 
Audit  personnel  conduct  preliminary  investigations  before  notification  is  sent  to  the 
Legislative  Auditor  and  Attorney  General.  University's  Legal  Counsel  advises  that  a 
certain  amount  of  reasonableness  can  be  construed  in  section  5-13-309(3),  MCA.  Not  all 
"suspected"  thefts  are  thefts  at  all.  The  University  of  Montana  Internal  Audit  personnel 
utilize  procedures  similar  to  those  employed  by  University  Police. 
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Montana  University  System 
Office  of  Commissioner  of  Higher  Education 


2500  Broadway  o  PO  Box  203101  o  Helena,  Montana  59620-3101  o  (406)444-6570  o   FAX  (406)444-1469 


Mr.  Scott  Seacat 
Legislative  Auditor 
State  Capitol  Building 
Helena,  MT  59620-1705 

Dear  Mr.  Seacat 


Enclosed  are  the  responses  to  the  recommendations  directed  to  the  Commissioner  of 
Higher  Education  and  the  Board  of  Regents,  which  were  contained  in  the  University  of 
Montana  audit  report.  These  recommendations  affect  the  entire  university  system  and  not 
just  the  University  of  Montana  campuses. 

We  disagree  with  recommendation  #12  and  agree  with  recommendation  #13.  Our 
reasons  are  contained  in  the  responses. 


u 


J 


Sincerely, 


\.P 


£T)&KAflUt    S 


s 


Laurie  O.  Neils 

Director  of  Budget  and  Accounting 
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Recommendation  #12 

We  recommend  the  Commissioner  of  Higher  Education: 

A.  Review     unrelated     business     income     data     submitted     for     consistency     and 

reasonableness. 

Response: 

A.  In  July  1997,  The  Montana  University  System  engaged  KPMG  Peat  Marwick  to 

provide  consulting  services  related  to  the  preparation  of  the  required  federal  filing 
for  unrelated  business  income.  With  the  engagement  of  KPMG,  the  MUS 
embarked  upon  a  process  to  more  consistendy  report  unrelated  business  income 
(UBI)  activities.  The  first  phase  of  this  process  was  to  ensure  UBI  reporting  from 
all  applicable  units.  During  the  second  phase,  KPMG  consultants  specializing  in 
UBI,  were  engaged  to  review  the  consolidated  federal  tax  filings  (FORM  990-T). 
Third,  after  the  consultants  reviewed  the  FY97  federal  tax  filing,  they  presented  to 
the  System,  at  the  System's  request,  a  detailed  analysis  of  activities  (by  campus)  and 
suggested  actions  to  harmonize  the  review  and  reporting  of  UBI  activities.  Four, 
the  System  conducted  meetings  (both  limited  and  a  full-scale  seminar)  with  various 
campus  personnel  to  (a)  educate  personnel  responsible  for  identifying,  gathering, 
and  reporting  UBI  information,  (b)  harmonize  the  analysis  of  individual  activities 
between  campuses,  and  (c)  deade  upon  consistent  interpretations  of  taxable 
activities. 

As  part  of  this  process  the  System  is  spearheading  coherent  UBI  identification, 
analysis,  and  reporting  by  the  formation  of  the  Regents  Taxation  Committee.  This 
committee  was  recommended  by  the  Board  of  Regents  in  November  1998  and 
appointed  by  the  Commissioner  of  Higher  Education  in  December  1998.  The 
committee  will  examine  all  facets  of  UBI  and  other  tax  issues  relevant  to  the 
individual  campuses  and  the  System. 

Since  1993,  OCHE  has  brought  consultants  to  Montana  to  present  four  UBI 
Seminars  and  the  IRS  for  another  seminar  on  non-resident  alien/payroll  issues  for 
University  System  personnel.  Last  December  the  Regents  heard  from  two  national 
experts  concerning  UBI  and  other  university  taxation  issues.  The  Regents  have 
created  a  Taxation  Committee  so  that  the  Board  can  be  pro-active  in  this  area. 

The  identification  and  reporting  of  UBI  activity  is  a  specialized  area  of  accounting. 
For  that  reason,  we  hire  experts  to  review  our  data  and  file  our  form  990-T.  We 
agree  that  the  Office  of  the  Commissioner  of  Higher  Education  should  review  data 
submitted  for  consistency  and  reasonableness  and  we  make  efforts  to  do  so. 
However,  we  rely  heavily  on  the  experience  and  expertise  of  our  consultants. 
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B.  File  an  amended  unrelated  business  income  tax  return  for  fiscal  year  1996-97. 

Do  not  concur. 

The  Montana  University  System  has  consistently  reported  net  operating  losses  from 
its  UBI  activities  since  its  initial  return  (FY92).  Because  these  losses  are  carried 
forward  (for  a  period  of  up  to  20  years),  any  income  generated  from  UBI  activities 
in  the  future  may  be  offset  by  these  losses.  According  to  our  consultant  with 
KPMG,  if,  in  fact,  UBI  was  incorrecdy  reported  in  prior  years,  amended  federal  tax 
filings  are  not  required.  Rather,  the  System  may  simply  adjust  the  net  operating  loss 
in  the  current  year.  The  ability  to  currendy  adjust  a  loss  carryforward  for  potential 
adjustment  in  prior  years  has  been  established  by  the  courts  and  is  routinely 
practiced  by  the  Internal  Revenue  Service. 

The  Montana  University  System  has  engaged  consultants  to  provide  advice  related 
to  unrelated  business  income  and  to  prepare  our  990-T  precisely  because  they  are 
experts  and  we  are  not.  Based  upon  advice  from  our  consultant,  we  will  adjust  our 
loss  carryforward  but  will  not  be  required  to  submit  an  amended  return. 
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Recommendation  #13 

We  recommend  tlie  Board  of  Regents  implement  policies,  which  will  assure  security 
of  data  and  information  technology  resources  as  required  by  state  law. 

Response: 

Although  the  Board  of  Regents  does  not  have  system  policies  regarding  data 
security,  their  responsibilities  are  carried  out  through  campus  data  security  policies. 
The  staff  to  the  Board  of  Regents,  within  the  Office  of  the  Commissioner  of 
Higher  Education,  is  not  and  probably  will  never  be  staffed  adequately  to  have  a 
single  information  security  manager.  Rather,  the  campuses  employ,  through  the 
Regents,  campus  data  security  managers. 

When  the  Regents  authorized  the  implementation  of  Banner  in  November  1997, 
they  established  a  Regents  Information  Technology  Committee.  This  Committee 
reports  to  the  Regents  at  each  Board  meeting.  This  audit  recommendation  will  be 
brought  forward  to  the  Regents  Information  Technology  Committee  to  recommend 
policy  to  the  Board  of  Regents. 
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